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PREFACE TO THE FIRST EDITION. 


This book is an attempt to give a concise, clear, and unbiased 
survey of the whole field of economics. It has been primarily 
written for those who have nob yet made a systematic study 
of the subject, and for this reason the descriptive and historical 
sides have been emphasised. 

Special attention has been given to the most important 
economic problems of the day, and among the subjects dis- 
cussed are: unemployment, industrial fluctuations, changes 
in price levels, social insurance, industrial peace, the rational- 
isation of industry, Trade Boards and the minimum wage. 
Trade Unionism, the Co-operative Movement, instalment 
buying, international trade, markets and marketing, inflation 
and deflation, bank amalgamations, central banldng, the gold 
standard, foreign exchange, public revenue and expenditure. 

The book has been written for the general reader as well as 
for the student. The general reader will find it a plain account 
of the subject-matter of economics; the student will find it 
useful for examination purposes. Groat care has been taken 
to include the matter required for the Qualifjring and Sub- 
sidiary Examinations of the Universities, and, among others, 
the Examinations of the Institute of Bankers, the Institute 
of Chartered Accountants, and the Institute of Chartered 
Secretaries. 

I am very much indebted to Mr. P. A. Earle, B.So. (Econ.) 
Bond., who read the whole of the book in manuscript. His 
valuable criticisms and assistance have enabled me to remove 
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many imperfections. 1 have al .<!0 to thank Mr. Reginald 
A. G. Travers, B.Sc. (Econ.) Lond., for reading the proofs of 
several chapters and for his helpful criticisins5 and suggestions. 

My obligations to e.visting works, particularly those of 
Professor Taussig, Mr. Hartley Withers, and Marshall, are 
numerous, and have been acknowledged in the footnotes. 

E. D. R. 


NOTE TO THE THIRD EDITION. 


For the second edition, the book was completely revised, 
enlarged, and brought up to date. A number of useful 
Appendices were added, and the Bibliography considerably 
extended. In the third edition, the major part of the work has 
not been altered, but where neccssarv changes have been made 
to bring the work in line with current affairs. This applies 
particularly to the statistical data. 
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CHAPTER L 


INTRODUCTORY: THE SUBSTANCE AND SCOPE 
OF ECONOMICS. 

Tho economic i.c tho foundation of nil social organisa- 
** supply himself with the means 
of subsistence, it is idle to expect any development of tho 
mgher and more refined sides of civilisation.” — Mayo-Smith, 
Economica and Slatiaties. 

Wants, efforts, satisfactions comprise the circle of life’s 
activities, a circle in which we move either successfully or 
wisuccessfully according to the extent of our self-interest, our 
interest in others, our education, our experience, our judg- 
ment, our ability, our courage, our opportunities. Economics 
deals with the actual conditions of this circle ; it examines 
our activities in the business of life, not as they ought to be, 
or as they would be under ideal conditions in a modern Utopia 
or Arcadia, but as they are — a mixture of meanness and of 
nobility, of sorrow and of joy. 

Economics,” states Sir, Sydney Chapman, “treats of all 
the actions of human beings in relation to wealth.”i “ 'piie 
subject-matter of political economy or economics,” declares 
Professoy Gannan, “ has always been the wealth of human 
beings generally.”2 Political economy,” ei^lains ’^vons,' 
treats of the wealth of nations ; it inquires into^^he causes 
which mahe one nation more rich than another.”® 

* Outlines of Political Economy (1925 ed.), p. 1. 

* Wealth (second ed., 1924), p. 2. ’ Political Economy (1878), p. 7- 

G.E. ' . 1 
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It is clear from these dc&iutions that wo ate all, mote or less, 
economists. We arc all engaged in the pursuit of wealth — 
a term which, as we shall see, requires careful examination — 
either as wage earners or property owners. Indeed, we 
frequently participate in this pursuit in both of these capacities. 
But our object is to satisfy out wants with the least effort 
and sacrifice. 

Strictly speaking, therefore, economics is not concerned 
with the ideal, with the idea of ultimate good, with standards 
of conduct. This is the field of ethics, the science of morals. 
The economist is not necessarily a moralist. He is concerned 
with facts, their sequence and their harmonisation; with 
cause and eficct ; with tendencies ; with, as Sidgwiclc puts it, 
the study of “ what is ” rather than " what ought to be 
done.” 1 

During the nineteenth century, however, many French and 
English economists frequently emphasised the ethical side in 
their writings. Chalmers,” for instance, published in 1832 a 
tzentise entitled On Political Economy in Connection with the 
Moral State and Moral Prospects of Society, and in 1860 a 
French economist named BandriUart issued his Relations of 
Ethics and Political Economy,^ while Ruslan believed that 
economics could not be studied apart from ethics, because, as 
Professor Barker states, “ he felt that no beauty of life was 
possible when wealth became tbe master, and ceased to be tffe" 

servant',' bf life.”'* 

"There were also during this period, a number of German 
economic moralists such as Wagner and Schoenberg ; the latter 


^ Principtes of PoUlicat Economy (second ed., 1SS7), p. 18. Heniy 
Sidgwiok (1835-1900) was Professor of Moral and Political Pbaosophy 
in the ‘University o! Cambridge irom 1883‘1900. ^ ^ 

* Dr. Thomas Chalmers (1780-1847), Professor of Moral a'nd'PoUtical 
Economy at St. Andrews (1825-28), and afterwards (1828-43) Professor 
of Divinj^ in the University of Edinhurgh. 

» Des Rapports de la Morale el de VEconomie Poliligue. 

‘ PoUlicat ThougUfrom Spencer to To-day ( 1015 ), p. 102 . 
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states tliat the economist should investigate not only how men 
live but also “ how far through their economic activity the 
moral aims of life are fulfilled.”^ Even quite recently an 
English economic writer, Sir John Marriott, has given us an 
interesting treatise entitled Economics mid Ethics. 

On the other hand, there are many economists who consider 
that ethics and economics should be rigidly kept apart. “ The 
economist, as such,” declares Walker,^ for example, “ has 
nothing to do with the question whether existing institutions, 
or laws, or customs, arc right or wrong ; why right, or how far 
right ; why wrong, or how far wrong. His only concern with 
them is to ascertain how they do, in fact, affect the production 
and distribution of wealth.” 

There is, however, really no reason why the economist 
should not consider the ideal in examining the real. He can, 
undoubtedly, as a result of his investigations, arrive at certain 
conclusions, formulate rule.s, and lay down precepts by means 
of which mankind may get nearer to the ideal. In fact, 
economics, or, as it is often called, political economy, came 
into existence when certain W'ritcrs attempted to formulate a 
number of rules for the help of statesmen, rules which were 
meant to improve the welfare of mankind. 

But, though some economists may be prepared to “wed” 
economics and ethics, and others to exclude the ethical when 
studying the economic, there is no doubt that both psychology 
and history are particularly useful to the economist. Professor 
Eoxwell has stated that economics is “ anchored in psycho- 
I9gy7’ in the" science' of the mind which investigates the laws 
of consciousness. Psychology deals with the working of the 
mind, with motives, with will power, with concentration, 

* Quoted iu Bouoke, Devdopmenl of Emnomics (1922), p. 159. 

^Politionl Economy (1838), p, 26. irrancis Amasa Walker (1840-97) 
was Prolessor ot Pofitical Economy Jn the Sheffield Soientifio School of 
Yale College from 1872 to 1888, and President of the Sfassachnsetts 
Institute'of Technology, from 1888 to 1897. 
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with behaviour, all of which ate of the greatest importance > 
in the study of economics. “ Nature,” writes Bentham,’ 

" has placed mankind under the governance of two Rovcrcign 
masters — pain and pleasure. It is for them alone to point 
out what we ought to do as well as to determine what we shall 
do.” We have only to consider the effects of pain and 
pleasure upon our wants in order to form some conception of 
the importance of a knowledge of psychology to the economist. 

History helps ns to interpret the present with a knowledge 
of the past. Modern economic problems have their roots in 
the past ; many are ccntniics old, and the history of their 
origin and development greatly assists the economist to analyse 
them. Moreover, the correct study of history needs not only 
impartiality hut also a certain amount of sympathy with ideas 
which are different from our own, and which are often contrary 
to one another, ” Severed horn historical studies,” writes Sir 
Sjdney Chapman,- “ the science of political economy would bo 
au irhpossibility.” 

Statistics aud mathematics, also, ate of great service to the 
economist. By means of statistics numerous comparisons 
can be made in various spheres of economic activity. Thus, 
for example, statistics appertaining to prices, wages, and the 
cost of living at diSerent times, and in different countries, 
enable ns to arrive at many conclusions, while export and 
import figiues covering a number of years give us valuable 
information about the economic condition of a nation. 
“ Figures,” observes Mayo-Smith, “ ate merely a method of 
expressing facts.” ^ 

Mathematics helps to give the subject-matter of economics 
a greater clearness, and the mathematical treatment of econo- 
mics has been a feature of the treatises of many economists, 

Iniroduciion to the Principles of Morals and Legislation (1S23), 
Tot. I., p, 1. Jeromy Bentham (1748-1832), philosopher and economist, 
was a distinguished writer and reformer. 

® Outlines of Poldical Economy, p, 17. 

^ Economics and Statistics (1899), Pt. 11., p. 9. 


ECONOMICS AND SOCIOLOGY. 


particularly those of Jovons, Marshall, and Fisher. “ The 
direct application of mathematical reasoning to the discovery 
of economic truths,” writes Marshall, ^ “ has recently rendered 
great services in the hands of master mathematicians.” 

Furthermore, economics is sometimes regarded as a branch 
of the wider science of sociology, the science of society. Hence 
the older name political economy, which is really equivalent to 
social economy. But the term political is now applied to 
governmental action and regulation, and in this connection 
we speak of political science. Economics, however, is in 
certain ways connected with politics ; it e.xamines the cilects 
of goverunient activity in relation to wealth, while a knowledge 
of economic principles and tendencies is invaluable for the 
guidance of statesmen. 

Such then, briefly, is the subject-matter and limits of 
economics, and its relation to certain other important sciences. 
As a science it is a study of cause and effect, and is confined 
to man’s activities in, as Marshall remarks, “ the ordinary 
business of life,”- The foundations of these activities are the 
wants of man. The superstructure is formed by the efforts, 
the labour, the sacrifices, and the patience of man, and it is 
built up with wealth obtained from a flow of produce or 
income. Sometimes the wealth is immediately used up to 
sustain the worker, and to increase his efficiency ; sometimes 
it is set aside for further use in creating additional wealth. 

Moreover, it must not be forgotten that economics deals 
with man as a social being, as a member of society, as an 
individual in a " herd ” with the “ herd instinct,” as a 
gregarious animal living in communities. He may, for 
instance, be one of thousands of workers in a factory, or one 

* Principles of Economics (eighth ed., 1920), pp. 781-2. Alfred 
Marshall (1842-1924) was Professor of Political Economy in tho Univer- 
sity of Cambridge from 1886 to 1908. In addition to tho Principles of 
Economics (1890), hia chief works aro The Economics of Industry (1892), 
Industry and Trade (1919), and Money, Credit, and Commerce (1923). 

= Ibid., p. 14. 
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of many vendors in a town market, or one of a lai^e number of 
speculative buyers in an organised produce market, or one of 
the board of directors of a powerful joint-stock company, or 
one of the partners of a prosperous private business. 

Obviously, therefore, we should be particularly cautious in 
considering the impbeation of the principal terms that are 
used in economics, always bearing in mind that their economic 
meanings do not necessarily coincide with their popular 
meanings. The term “ wealth,” for example, leads us to 
think of such terms as “ money,” “ capital,” “ property,’ 

“ income,” “ stocks and shares,” “ the national dindend,” 
and probably many others ; the term “ market ” immediately 
reminds us of “ buyers,” “ sellers,” “ middlemen,” “ specu- 
lators,” “ wholesalers,” “ retailers,” “ consumers,” “ pro- 
ducers,” “ freight,” " transport,” “ mass production,” “ com- 
petition,” " monopoly,” “ rings,” “ combines,” “ trusts ” ; 
the term “ wants ” brings thoughts about “ labour,” “ the 
workers,” “ the management.” 

And each of these in turn leads to further trains of thought, 
to further associations of ideas, as instances of which we may 
take two of the most important of the preceding — “ income ” 
and “ property,” “ Income ” suggests at once not only such 
terms as “ earnings,” ” wages,” “ salary,” “ fees,” " profits,” 
“ rent,” “ interest ” and “ dividend,” but also the inseparable 
income tax and the problems of taxation. " Property ” 
makes us think about inheritance and beijuest, about great 
“ fortunes,” and about the inequality and accumnlation of 
wealth, a train of thought which leads to the taxation of, 
and the income from, property. 

Hence our subject-matter appears to become considerably 
bigger ; we begin to think that economics is in itself a “ big 
business.” But as we proceed it will be seen how our economic 
horizon gradually, becomes not only wider and wider, but also 
mote and mote inteiesting, if, of course, we proceed cautiously, 
carefully considering the significance of the various terms and 
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always remembering that the fundamentals are the w ants o f 
maii aiid his efforts to satisfy, these, wants. 

Thus we return to the first word of this introductory 
chapter ; “ wants.” 

STBOIARY OP CHAPTER I. 

The Definition of Economics. — ^Economics deals with our wants, our 
efforts, and our satisfactions — ^witli our activities in the business of life. 

“ Economics treats of all the actions of human beings in relation to 
wealth.” (Chapman.) 

“ Tho subject-matter of political economy or economics has always 
been tho wealth of human beings generally.” (Cannan.) 

“ Political economy treats of tho wealth of nations ; it inquires into 
the causes which make one nation more rich than another.” (Jevons.) 

We are nil engaged in the pursuit of wealth either ns — 

(1) Wage earners, 
or (2) Property owners, 
and frequently in both of theso capacities. 

The Relation of Economics to other Sciences. — Economics is concerned 
witli tho collection of facts, nith cause and effect, -with fondenoics. 

The economist is not necessarily an idealist. Ideals and standards 
of conduct belong to ethics. Some writers think that economics and 
othics'should be kept apart, wliilo others are of opinion that the economist 
should consider ideals and morals in his study of tho “ business of life.” 

Economics, or political economy, camo into existence as a separate 
study when certain writers attempted to formulate rules for tho help of 
statesmen. 

Psychology and history are of great uso to the economist. Psy- 
chology deals with tho workings of the mind, with will power, and 
behaviour. History helps us to interpret the present with a knowledge 
of tho past. Statistics and mathematics aro also invaluable to the 
economist. 

Economics is sometimes regarded ns a branch of sociology or the 
science of society. The old name political economy is really equivalent 
to social economy. 

Economic Terms. — Great care is necessary in examining the meaning, 
of the terms used in' economics because the economic meaning is not 
necessarily the popular or ordinary meaning. . 
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“ consumora ” of such water have to pay a small charge or 
rate hccrmsc the water has been brought to their homes. 

Thus Avc have two great classes of gomls : (1) free, and 
(2) economic ; and it is the latter which the economist usually 
regards as wealth, though it is not inaccurate to include under 
the broade.st meaning of the term wealth free goods as well. 
Economic goods inchulc all those things that have required 
effort or labour to produce, and all those services, such ns 
the services of the doctor or the lasvyer, which are not to be 
had free. 

To the economist, therefore, goods iiicludo not only material 
things but also the sorvicc.s which persons perform for one 
another for a remuneration. Thus wo may classify goods 
into : (!) material, which we can handle, and exchange for 
other goods, and (2) non-material, or personal, which we 
cannot handle and transfer, such as our own powers of skill 
and ability. In the fornrer class we must, in addition to 
ordinary commodities like merchandise, include investments 
in commercial enterprises, patents, copyrights, and the right 
to make use of material things; and the latter class we may 
subdivide into internal non-material goods or the qualities 
which lie within ourselves, and external non-material goods, 
such as the goodwill of a business, which depend on our 
relations with other members of n community. We may also 
classify goods into : (1) transferable, and (2) non-transferablo, 
while another classification which is frequently used groups 
goods according to ownership into ; (1) public, municipal, or 
national, and (2) private. 

It is thus evident that goods, that is, wealth in the broadest 
sense, may be classified in more than one way, but for our 
purpose it is sufficient to emphasise that the chief feature of 
goods is that they satisfy out wants, that they possess certain 
qualities or attributes wliich make them more or less desirable, 
more or less agreeable, more or less useful, in brief that they 
possess' what the economist terms “ utility.” 
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utility of an article <lunlnisUe,s tv.s avc add to the, Rtock of that 
article, and this is termed the law of diminishing utility or of 
satiable wants. 

iVo have now reached another very important fnnd.nmcntal 
conception. The utility of nn article, is the basis of our 
demand for that article ; tbc process i.s quite clc.ar : wants, 
utility, demand. In other wo^s, demand depends upon our 
wants, our preferences, our choice, our comparison of one 
commodity with another, and also, of course, upon our 
possession of other commodities. As the stock of a cominoifif )’ 
increases the utility of each additional increment decrcnse.s 
util wc arrive at a point when no further increment is desired, 
nd the incromeut which wo ate, almost on the point of not 
dding to out stock is said to possess marginal or final utiUly. 
Che utility of the whole stock is teniicd total utility. 



MAiiniXAL UTILITV. 11 

As nil illiiHtratioii of the meaning of marginal ntilit)' let us 
suppose that a person who has purchased five loaves of bread 
decides to add a sixth to his total stock, Tiic sixth loaf is 
added because the buver regards this loaf as the one which 
he can almost but not quite dispense with. It is his marginal 
loaf and possesses marginal utility because as Marshall puts 
it, ‘‘ he is on the margin of doubt whether it is worth while to 
incur the outla}’ required to obtain it.” i 
' Our next .step is to consider the connection of utility with 
value. 


SUMM.ARY OF CHAPTER IT. 

Goods. — Tho s.atRfying of onr wants racans tho obtaining of wlint tiio 
economist terras *' good.s,” wliich nro classified into 

(1) Free goixh, such ns water accessible to nil in streams, wliioh aro not 
man’s prodaots. 

(2) Kconomic goods wliioh have required labour to produce. ^ 
Economic goods, strictly speaking, constitute wealth, but in tlio 

broadest meaning of this term we can also include free goods. 

Economic goods may bo classified into — 

(1) Material goods, which wo can handle and transfer, such as 

merchandise. 

(2) Non-material goods, which wo cannot handle and transfer, suoli 

ns skill and ability. 

Non-material goods may bo divided into 

(а) Internal non-material goods, tho qualities which lie within our 

solves, e.g. skill. 

(б) JCxtcmal non-material goods, wliioh nro based on our relations 

with others, c.g. tho goodwill of a business. 

Wo may also classify all goods into — 

{]) Transfcrnblo. 

(2) Non-transforaUo. 

or, according to ownership into — 

(1) Public, municipal, or national. 

(2) Private. 


* Economics of Industry, pp. G2-3. 
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Maiginal or Final 'Otility.— Tins the utility of that portion of »yur 
stock of ft commodity which wr nre nlniO't on thi' fnint «>f not nihVmg 
to our atocl;, i.«. the utility of the final nddition to the commotnty. 

Total UtSity. — ^Tlus is the utility o! our whole stock o! a commcnlitY, 
t.e. the total aatisfaction it gives to the po5*cssor. 



CHAPTER III. 


VALUE. 

“ Tho vnliio of n commodity means in economics its power 
of commanding otlicr commodities in oxcliange." — ^Taussig, 
Principles of Economics. 

In commercinl advertisements we often sec such announce- 
ments as “ splendid value,” “ wo give value for mono}',” “ go 
to Wilson’s for value,” “ wo stock no valueless goods,” and in 
our ordinary conversation wo frequently make use of such 
phrases as “ the value of the Bible,” “ the value of clothes, 

" the value of vitamins,” “ tho value of argument ” and 
“ tho value of rubies.” 

These examples show that in popular usage varying shades 
of meaning are attached to the term value. It is, for example, 
obvious that value in the phrase “ tho value of the Bible 
has not quite the same meaning ns value in the phrase the 
Value of rubies.” The loose way in which the term value is 
used in. everyday language shows the necessity of a thorough 
grasp of the economic meaning. 

In economics there arc no varjdng shades of meaning to 
value. To the economist value is a relative term ; it expresses 
the rate which an article will exchange for another or for 
others. This is what the earlier economists described ns 
“ value in exchange,” whieh must be carefully distinguished 
from what they termed “ value in use,” which modern 
economists call utility. The difference is thus explained by 
Adam Smith : . “ The word value has two meanings, and 
sometimes expresses the utility of some particular object and 
sometimes the power of purchasing other goods which the 
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possession of tlint object conveys,’'^ “ Value,” states Walker, = 
' is the power wliich an article confers upon its possessor of 
commanding, in exchange for itself, the labour, or the products 
of the labour, of others.” 


In explaining the theory of value vre can begin by saying 
that the value of a commodity depends upon demand and 
supply, bearing in mind that the explanation of value is not 
quite so simple ns this, for we may also say that demand and 
supply depend on value. Demand, supply, and value react 
upon one another. It is because things possess value that 
thej are produced. A shortage in the supply may enhance 
the value of a commodity ; a decrease in the demand may 
lo\v er the value ; a rise in value may increase the supply. 

rom the standpoint of the consumer or purchaser the value 
of a commodity will depend upon its utility, and from the 
standpoint of the producer it will depend upon its cost of 

° examine the connection of 

utihty with value. 


The utility of a commodity, as has just been stated, 
nmishes as the stock of the commodity increases, until at 
last we arrive at a point when wo begin to tliink about the 
utility of another commodity. If, for example, a person 

’"'dij before purchasing, 
consider the uMity of the fourth or margmal pound, and 
ompaie its utihty with the utiUty of some other commodity 

unon decides 

Xtv ! ■ tw4s that its 
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Now, if in the preceding illustration wo regard the utility 
of the marginal pound of meat as the measure of the value of 
each pound of meat purchased, wc may say that the value 
of the beef depends on its marginal utility, or, in other words, 
on the utility of the marginal pound, 

This is what economists term the marginal utility theory 
of value, and it must be noted that the position of the margin 
varies Avifch the buyers in accordance with their estimate of 
the utilities of the commodities they desire, and with the size 
, of their income. 

We must now consider the problem of value from the 
standpoint of the producer, that is to say, from the standpoint 
of supply, or cost of production. But before wc examine the 
meaning of cost of production wc must remember that an 
article, such as a painting by Romney, or a Chippendale 
cabinet, or a Jacobean Bible, may bo valuable because it cannot 
bo rc-prodneed ; its value is due to scarcity, and, therefore, 
in a rare article of this nature, cost of production docs not 
influence value. 

Cost of production is sometimes distinguished from expenses 
of production, or the actual sums of money paid by a producer 
before a commodity is placed on the market. Those who 
make this distinction include imder cost of production not 
only the money paid but also the efforts and sacrifices of the 
workers, and the waiting of the capitalist. Some economists 
regard cost of production as being made up of what they 
term " prime costs ” and " supplementary costs,” including 
under the former the wages of labour and the money spent 
on raw material, and under the latter such charges as rent, 
taxes, rates, and what Marshall terms the “ salaries of the 
upper employees.” 

But cost of production may also be divided into costs of 
manufacture and costs of selling, which is a very important 
distinction, because in many commodities the selling costs 
exceed, in fact are sometimes five or six times greater than, the 
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manufacturing costs. This ■will be evident when we realise 
that selling costs include the expenses of the rmddleinan, 
transport charges, and money spent on advertising. 

Now the cost of production varies from firm to firm. If, 
for example, four equal-sized firms ate engaged in producing 
a certain type of hoot which is sold at a guinea a pair, there will 
he a variation in the efficiency of the firms, and therefore their 
cost of production will vary. Each firm in order to carry on 
will have to produce a pair of boots for less than a guinea. 
Let us suppose that it costs the least efficient firm twenty , 
shillings to place a pair of boots on the market, and that the 
other firms are able to do this for 17s., 18s., and 19s. respec- 
tively. The value of the hoots, therefore, depends on the cost 
of production of the least efficient firm, the firm which is on 
the margin and which just manages to carry on. If, of course, 
the other three firms decided to sell the boots for 19s. 6d., 
then the least efficient or marginal firm of the original four 
would cease to exist, and the new marginal firm would be the 
one which produced a pair of boots for 19s. 

This is the cost of production theory of value, and it will 
he noted that it describes how the value of a commodity 
depends on the costs of the marginal firm. The theory, 
however, as we have seen, does not explain scarcity value, 
nor does it account for any changes in the value of a com- 
modity after it is placed on the market. We shall return to 
the marginal utility and the cost of production theories of 
value a little later when we discuss the theory of price. 

Thus, according to whether we analyse the problem of value 
from the side of demand or from the side, of supply, we have 
the marginal utility theory, which that famous nineteenth 
century economist; Stanley Jevons,^ supported after “ re- 

' William Stanley Jevons (1835-82) was torn in Liverpool. In 1868 
he hecamo 'Professor of Logic and Sloral Philosophy in Owens College, 
Manchester, and from 1876-80 was Professor of Political Economy in 
University CoUego, London. 
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peated reflection and inquiry, and tlie cost of production 
theory, which an earlier and equally famous nineteenth century 
economist, David Ricardo,^ championed, and who as a result, 
m Jevons’ opinion, “ shunted the car of economic science on 
to the wrong line.”^ Marshall clearly illustrates these two 
theories by comparing them with a pair of scissors. “ We 
might,” he states,* “ as reasonably dispute whether it is 
the upper or lower blade of a pair of scissors that cuts a piece 
of paper as whether value is governed by utility or cost of 
production.” 

But there is yet another theory wliich seeks to explain the 
problem of value from the side of supply. This is the labour 
theory of value. Adam Smith regarded labour as “ the real 
measure of the exchangeable value of all commodities.”® 

" Labour,” he tells us,® “ is the only universal as well as the 
only accurate measure of value, or the only standard by which 
we can compare the values of different commodities at all 
times and at all places.” Ricardo states that labour is “ the 
foundation of all value,” and that “ the relative quantity of 
labour ” determines “ the relative value of commodities,”’ 
while Karl Marx declares that the " values ” of commodities 
may be looked upon ns “ crystals ” of “ human labour power.”® 
The labour theory, obviously, is weak, not only because it 
regards the problem of value from the standpoint of supply 
and ignores the demand for an article, but also because it does 
not explain how we are to assess the various grades or qualities 
of labour which are often necessary to produce a commodity. 

* The Theory of Political Economy (1879), p. 1. 

“Bioardo (1772-1823) was of Hebrew extraction and an o.xpert in 
high finance. In 1817 he published his most important work— -y/ic 
Principles of Political Economy and Taxation. ^ The Theory of Political 
Economy, Preface, p. Ivii. ‘ Principles of Economics, p. 348. 

‘ The Wealth of Nations fEvoryman’s Library edition), Vol. L, p. 26. 
'‘Ibid, p. 32. ^Principles of Political Economy and Taxation, p. 12. 

* Capital (English translation, 1887), Vot. I., p. o. Heinrich ICar! 
Marx (1818-83), the eooialist writer was born at Trior. His chief work 
Das Kapited (Capital) was publislicd in 1867. 

G.E. 
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price would lead to a big demand for these commodities among 
these classes. 

Then, again, we must not forget that the demand for, or 
supply of, an article frequently depends upon the demand for, 
or supply of, other articles. There are countless illustrations 
of this, particularly in the business of farming, which, as is 
well known, is a network of interdependent pursuits. Take 
strawberries for example. The strawberry grower requires a 
great deal of barley straw, therefore the demand for straw- 
berries leads to a demand for barley straw. This is what is 
termed joint demand, and is due to the interdependence of 
products. As another illustration of joint demand let us 
suppose there is a demand for houses. This will result in a 
demand for mortar, timber, bricks, slate, tiles, watorpipes, 
etc., and for the labour and capital which produces these 
commodities. The demand for houses is termed by econo- 
mists a direct demand, and the demand for mortar, timber, 
etc., an indirect or derived demand. The demand for mortar, 
timber, etc., is also, of course, a joint demand. 

This demand for commodities required to make another 
commodity is of great importance in modern wage problems. 
Thus a derived demand for labour in house-building results 
in the employment of various types of workers such as 
unskilled labourers, bricklayers, carpenters, plasterers, plum- 
bers, and painters. Other things remaining the same, it is 
obvious that a decrease in the number of one group of workers, 
or an increase or decrease in their output, or a reduction or 
increase in their wages, will immediately affect the work of 
the other groups. It is therefore quite possible that a 
reduction in the supply of carpenters who are urgently needed 
for the erection of new houses might result in the carpenters, 
secured by an employer for this particular work, receiving a 
higher wage than their usual rate of pay, and this in turn might 
result in a reduction of the wages of the workers whose supply 
is not reduced. 

-Furthermore, we may also have what is termed a composite 
demand. A commodity may be demanded because it may 
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be pul to nlteriiato ii'C?. Toab lor inManee, bap a wb^e range 
of uses. On tbo other liautl, FUpjiU' is P.abi tn be compopute 
wlien it i.s obtaincti from tlifieront joarcc.s, or, if a xnanufacturetl 
article, from diflercnt firms. Reef, nruUoii, pork, and venison 
form a composite supply of meat. Articles may also be 
produced jointly from a common origin such as gas and coke, 
mutton and vrooi, beef and hides, cotton and cotton seed. 
Thus vre have a joint, supply which i.s analogous to joint 
demand, the lcs.scr commodity in a joint supply being usually 
termed a by-product. 

Thc.se conceptions — ^joint demand, joint stijiply, composite 
demand, composite supply — arc of considcr.ablo importance 
in the study of economics. It does not need very deep 
thinking to realise that mote than one source of supply or 
the joint supply of a commodity may greatly affect the 
problem of prices. If, say, in the ease of coal, new sorrrccs ate 
discovered and ■worked, and as a result much bigger supplic-s 
placed on the market, prices will tend to fall. If the sources 
of supply of a commodity, or most of these source.s, get into 
the hands of one firm, then the prices of this commoity will 
tend to rise, and the buyers will be subject to a monopoly 
price. And so in the case of a joint supply like wool and 
mutton, if the demand for one of them increases, then there 
■will be an increa.se in the supply of the other, and the price 
of the commodity whose demand is not increased ■will tend 
to fall. Similarly, if two articles like bricks a^nd mortar ate 
jointly demanded for house-building, a decrease in the supply 
of one will tend to produce a decrease in the supply of the 
other ; if, to use a previous illustration, the strawberry crop 
in one of the home counties failed, then barley straw in that 
particular county would be almost unsaleable. 

Kow let us apply tins analogy to labour and capital. What, 
for example, will bo the result of an increased supply of 
capital upon the demand for labour 1 We cannot answer this 
question by declaring in an emphatic way that there would be 
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an incn.'n'sotl dfmajui for labour bccaufc the increased supply 
of cajutal may not i>e used for productive purposes, ifut if 
the additional .supply of capita! i.s imd for con.stnicting 
factoric.?, installing new machinery, atu! obtaining raw 
material, and if in thi.s \vn}- it increased the supply of com- 
modilie.s, thus tending to make them cheaper and increase 
the demand, we can say that there tvil! almost certainly be 
an increased demand for labour. 


SL’MMAP.Y or CHAPrrn m. 

Thoarics of Value. — ^Vnliiu is a rvlatlvn terra : it expresses the rate 
which nn article will c.<chatiKe for another or for others. I'hw Ls what 
the earlier coonomisls termed value in oxchnneo ns distinguished from 
vuiue in use. There are three (itcories ot value — 

(1) Tho Margtml Ulilil^ Thfory, based on the demand for a coin- 
tnotlily. The value is stated to depend on a commodity's lantginnl 
utility, 

(2) Tho Co,!t o/ Pm-.hiclion Theory, based on tho supply of a com- 
modity. Tlio valito of a commodity is stated to depeml on its marginal 
Coat of production (i.c„ tiie cost of production of tlio marginal firm). 

The Mjour Theory, also ba.scd on supply. Tho value of a 
commodity is stated to deixjnd upon tho amount of latiour expended 
in producing it. 

Cost of Production and Expenses of Production. — Cost of I’roduotion 
means all tho efforts, sacrifices, and waiting involved, together with all 
the money spent, in producing an article. Tlie cxiicnscs of production 
are tho actual money costa. 

Prime Costs and Supplementary Costs. — Tho former cover tho money 
cost of the raw material nclually used in tho mannfaolure of a com- 
modity, and the svages of the workers who aro directly engaged in 
making tko commodity. Supplementary costs include tho other 
charges such n.s taxc.s and rates. 

Manufacturing Costs and Soiling Costs. — This is another analysis of 
tho money cost of production. Manufacturing cosf.s are tho total 
expenses incurred hy tho factory in the process of manufacturing a 
commodity. Selling costs arc tho expenses incurred in getting the 
article to tho consumer: they include tho cxiicnscs of transport and 
advertising. 
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Consumcr'n Surjilas. — -T]!?* vajur* a f-^mrnfvlUy n 
term's o( money may not ly rejin'‘«'nU-4 t»y iU j-rify. H 

huppen's that ron^umers arr prcpaml lo pay mnr<' for n*'s ftjth’V ihan 
th<'y actually do, j'ucH In Iho cawc nC «(yc*<arir*^ like* bread. Ilif* 
to the consumer in caEt^ ot iKia nature ia tcrmt^l csnif'Unn'r'#; MUphs*. 
Thrift in the ca'^e of bread con«iimer> riirplu* U ♦■aid to l>o very JuiJb- 

ZUstidty of Demand. — A t<maU i5iop in the priw of s^ottui articl^ 
may cause a hip increase in tlir nmounl roht. llrrr sf' itmnd is fsaid 
to ly very elastic. lUit if n rmall drop in prieo doca not afTn't the 
amount i*old. or afTccta it very Uttle» tlien tlcmhnil is ^^id lo W- inelto'lm. 

Joint and Composite Demand, — ^These are diRtinjmisbe*! ns folloufi:-^ 

(1) Joint Danondt ""hen the demand for one commodity means the 
demand for another cointnodily» e.y. atrawltrrrics and barley ftra"’* 

(2) Composite Demand^ when a commodity is demrvndeil for 
uses, c.p. coal. 

Joint and Composite Supply. — ^These arc thus (llRti»f?ui*hcd — 

(1) Joint 6’ujipty, when produced from a common Kourcr. c.?. utid 
coke, 

(2) <7ojnj)o«itc 5upph/r rvbcn obtained from difterent sourt‘e.^, ^»t7* 
beef, mutton, jiork, nrul venison from a com^Kxsile Hupply of meat. 


CHAPTER W. 


PRICE. 

“ Civilised countries generally adopt gold or silver or both 
os money. Instead of o.vpressing the values of lead and tm, 
and -wood, and corn, and other things in terms of one “nether, 
vro express them in terms of money m the first instanoo, and 
call the value of each thmg_ thus expressed its price, — 
Marshall, Principles of Economics. ' 

Price may be defined as the money measure of value, and 
for all practical purposes it is the market measure. It is e 
amount of money which a commodity will exchange for. 

An article may be valuable and yet not be priced because 
it is not for sale ; we may value commodities without the use 
of money. The value of an article depends on a ^rect coin- 
parison of article with article, whereas the price of an article 
depends on a comparison by means of another commo y, 
money, the medium of exchange. “ It is a mista 'e, wri es 
Professor Cannan, “ to say that the value of a commodity in 
tile medium of exchange is just the same thing as i s 
Every commodity has a value in the medium of exc ange, u 

not every commodity has a price.”* 4, j 

The distinction between value and price is well illustratecl 
in the case of a commodity like gold. In Englan go ^ as 
three prices, the Mint price, and the Bank of England pnce, 
which are fixed by law and which never vary, and the market 
price^, which may vary daily. But the value of gol epen 3 

1 Ehmenlary Political Economy (1888), p. 69- „„rl-of ririces of 

* For dotafis about tho Mint, Bank of England, and market prices ot 

gold, see Chapter XIV., infra. 
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on the amount of other things it exchanges for, oi, othe 
vrords, its purchasing power. 

The price of a commodity under conditions of 
petition depends on the forces of demand and supply. T e 

price,” states Marshall, “may be tossed hither and thither like 

a shuttlecock, as one side or the other gets the better in the 
‘ higgling and bargaining ’ of the market.” From the buyer s 
standpoint the price of a commodity will be governed by his 
desire to obtain it, and by the amount of money vrliich he 
can spare for the purpose of buying it. The desire to obtain 
the commodity depends on its marginal utility, therefore, 
from the standpoint of the consumer, price is the measure of 
the marginal utility of a commodity. 

An iUustration uill make this clearer. Let ns suppose that 
a buyer decides to buy 10 lb. of apples. The tenth, or 
marginal, pound is the limit of his derire for apples, the 
additional pound which he is almost on the point of not 
purchasing, and which is termed the marginal purchase. Now 
if he is just willing to pay 2d. for a pound of the apples, the 2d. 
is his measure of their marginal utility, and is therefore his 
marginal demand price. 

But, as in the theory of value, the supply side has also to be 
considered. From the standpoint of the producers the price 
of a pound of apples depends on the costs incurred by the 
marginal fruit grower, the fruit grower who works under the 
least advantageous conditions, whose transport charges may 
be the highest, or whose apple trees arc the least prolific. 
Thus we have a marginal supply price as well as a marginal 
demand price, and when these two prices are egual we have 
the market price. 

The demand for, and the supply of, a commodity, therefore, 
both help under ordinary conditions to fix its price, hut the 
eSects of these two forces may be interfered with by rings 
of sellers, or by the method of paying for commodities in 


* Ecotav.ica of loi-Mirg (tbird ed., 1919), p. 192. 
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instalments, what the American calls instalment buying and 
the Englishman the hire purchase system.* When, however, 
the price is fixed and the demand for a commodity exceeds the 
supply, then the price tends to rise, other things, of course, 
remaining the same ; and when the supply is in excess of the 
demand the price tends to fall. Then, again, if the price falls 
the demand tends to increase and the supply to decrease, 
and if the price rises the demand tends to decrease and the 
supply increase. Thus price, if demand and supply are 
allowed free play, always tends to remain at a certain level, 
the level it reaches when demand and supply equate one 
another, while under these conditions it is quite evident that 
not only does price depend on demand and supply, but that 
demand and supply also depend upon price. 

These are important economic “ laws,” and it will be noted 
that the term “ law ” is really equivalent to “ tendency ” for 
such laws are not so exact as those of physics or of chemistry. 
Wo therefore guard ourselves by assuming that other 
things remain the same, such, for example, as the purchasing 
power of money, but even with this assumption we can never 
be certain that, when the supply of an article exceeds the 
demand, the price will actually fall, because we can never be 
certain how man himself will act. Man is a “ volitional 
creature ” possessing a will and acting according to certain 
motives, therefore he can, if he so desires, prevent such 
tendencies. 

The preceding laws of supply and demand apply, not only 
to material commodities but also to services and to capital. 
They are quite as evident in the demand for labour or the 
supply of capital. An increase of the price, i.e. the wages, 
oSered to labour in a certain industry tends to increase the 
supply of labour for that industry ; a decrease in the price, 
i.e. the interest, of capital demanded for a certain industry 
tends to reduce the supply of capital forthcoming for the 
1 Instalment buying is discussed in Chapter XI., infra. 
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needs of tMs industry. The demand for a commodity 
depends on the wants of the consumer together with the 
sum he is willing to pay, and the amount he can spare. The 
supply may depend on scarcity, on monopoly, or on the cost 
of production. 

In every market — ^the produce market, the labour market, 
and the capital market — there is, therefore, the demand price 
of the^ buyers, and the supply price of the sellers. Trom the 
buyer s standpoint the price of a commodity tends to equal the 
money measure of its marginal utility; from the seller’s 
standpoint the price ten^ to equal the cost of production of 
the tnar^nal firm. It is the balancing of these two prices 
that decides the market price. 

Some economists, however, make a distinction between 
market price and what they term “normal” price. The 
a 13 regarded as the price which is arrived at in a longer 
1 l3me, or, in other words, a kind of average price 
w c IS rought about in a run of time sufBciently long to 
enable economic forces to operate, and round which the 
market price tends to hover. The longer the period the 
7!.*? P^od'icer be able to adjust the supply to the 

is arri° 1 7 77^1 ®“Ribct price, on the other hand, 
if ^ ^ actually in hand, or near at 

r “Editions, as, for 

vegetable market, when the supply 
IS usually what is shoivn in the market. 

This IS the time element in the problem of price, and it 

477007^7^ vegetable 

7hc2 Theinduence of demand in 

sunnlv 'of the 7 ^ the price because the 

-TriL-ir • tr ^r-, 

w Lit?”;;'--,'’™' r «™t:i 

y the cost of supplying it, that is by the cost of production. 



CHANGES IN PRICE LEVELS. 


27 


We must also distinguish between a rise or fall in the price 
of one commodity and a rise or fall of price in general. Changes 
m general prices, or what the economist refers to as changes of 
the price level, often give rise to serious economic problems, 
and during the last hundred years there have been big 
fluctuations in this respect. In his Introduction to the Study 
of Prices, Mr. Layton traces with great clearness the history 
of these fluctuations during the nineteenth century. He 
- examines the causes of the changes in the general level of 
prices, and shows that between 1820 and 1900 there were two 
periods of rising prices, 1819-74 and 1896-1910, and that both 
these periods were preceded by periods of falling prices. 

Before the war these changes in price levels were funda- 
mentally due to a rise or fall in the production of gold. But 
owing to the. fact that during the war period gold went out 
of circulation the very high prices immediately after the war 
5vero primarily due to the great increase of paper money 
accompanied by a decrease in the output of commodities. 
This is what is termed inflation, a subject which we shall 
have to examine in more detail in a subsequent section.^ 

We must next consider how changes in price levels are 
measmed. How, for example, is it possible for economists to 
state that prices in any one month arc approximately 50, 60, 
or 70 per cent, higher than they were fifty or sixty months 
previously? Changes in prices are measured by means of 
index numbers. ^ 

An index number has been defined by Mr. Layton as “ a 
device for ascertaining the average change in the prices of a 
number of commodities.”- There are at present several tj'pes 
of index numbers in use in various countries, but the under- 
iying methods of construction are the same in each type. In 
England there are three important ones, those published in 


* See Chap. XVI., infra. 

^Jntroduction to the Study of Prices (1922), p. 147. 
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tlie Economist and in the Statist, and that issued by the 
Government through the Board of Trade.^ 

Index numbers are constructed by taking a large number of 
typical commodities in every-day use, and comparing their 
wholesale prices at diSerent intervals. There are, however, 
obvious difficulties in making our calculation such as the 
number, and the selection, of the commodities, detecting 
changes in quality over a number of months or years, and 
estimating the relative importance of each article included.^ 

The equalising of the importance of the commodities 
selected is sometimes done by means of what is termed 
“ weighting.” Take wheat, for instance. If buyers spend 
four times as much money on wheat as they do on cotton, 
then wheat may be “ weighted ” in calculating the index 
number as four articles and cotton as one. “ The pneral 
principle according to which the weights ate to be assigned,” 
states Professor Edgeworth,® “ is that they should represent 
the importance of the commodity to the consumer.” A 
“ base ” or “ standard ” year is then taken, and the changes 
in prices of the selected commodities are expressed in 
percentages of the prices of these commodities in the 
“standard” year. So, if 1913 is our “standard” year, 
and we find, say, tea marked as 159 for 1926, then we know 
that the wholesale price of tea was in the latter year 59 per 
cent, higher than in 1913 for which year the price would 
appear as 100. 

Now if this method is applied to say 15 different articles in 
common use, and we decide to attach equal relative importance 
to each article, which, considering the difficulties of “ weight- 
ing” some of the articles selected, is a method frequently 
employed, our index number would then be calculated by 

'It must, however, be noted that certain important newspapers 
like The Times and the Financial Times publish their o^vn index 
numbers. 

• Article entitled “ Index Numbers " in Palgrave’s Dictionary of 
Political Economy, 
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Simple addition or by simple averaging. Thus, talcing our 
“ standard ” year to be 1913, under which, of course, each of 
our 45 commodities would be marked as 100 with a total of 
4,500, lot us suppose that the total of our prices for the 
45 in 1914 came to 4,545. Then we could either find the 
average price of each article, i.c. 101, from our new total, 
which would be our index number for 1914, or we could, 
bj’ taking 4,500 as the index number of our “ standard ” 
year, regard 4,545 as the index number for 1914. 

The preceding example illustrates the simplest tyjie. It, 
however, shows the underlying principle, for all index numbers, 
elaborate or simple, “ weighted ” or not “ weighted,” are 
fundamentally based on averages, and owing to the difificultics 
which have just been discussed, can never be calculated with 
absolute accuracy. An index number is simply a method of 
measuring fluctuations approximately. It can be applied not 
only to wholesale prices but also to other things such as 
imports and exports, wages, or the cost of living (retail prices), 
while it can be calculated weekly, monthly, or yearly. 

The Statist index number, for instance, is calculated on the 
wholesale prices of 45 foodstuffs and materials, is “ weighted,” 
and is published monthly. It is a continuation of a series of 
index numbers compiled by ijauerbeck for the years 1846 to 
1912, in which the compiler took as his “ standard ” the 
average wholesale prices for the eleven years 1867 to 1877, 
giving to each commodity the average w'holesale price of 100. 
As continued by the Statist, the index numbers for the mouth 
of January in the years 1914, 1916, 1918, 1920 and 1921 
respectively, are : 83-5, 123-6, 186-2, 245-3, 197-2. 

Another very important index number is that published by 
the Ministry of Labour in its Gaulle. This is a cost of living 
index number which is an ingenious attempt to calculate 
average monthly changes in the cost of living based on the 
retail prices in four groups ; 15 articles of food, “ weighted ’ ; 
rent ; clothing ; fuel and light. 
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In the fiist group 8 out of the 21 items are beef and mutton 
prices both of which are classified into; (1) British, and 
(2) chilled or frozen, and which are each subdivided into two 
classes according to the quality of the meat, the price per lb. 
being quoted in each instance. The other food articles are: 
bacon fpet lb.), fish (per lb.), flour (pet 7 lb.), bread (per 4 lb.), 
tea (per lb.), granulated sugar (per lb.), milk (per quart), fresh 
butter (pet lb.), salt butter (per lb.), cheese (per lb.), margarine 
(per lb.), fresh eggs (each), potatoes (per 7 lb.). Thro separate 
index numbers are given, one for the preceding group and one 
for all groups. The “ standard ” year (100) is 1914, but the 
average increase is not, as in the Statist and the Economist 
index numbers, added to the average “ standard ” price. 

Furthermore, the Ministry of Labour cost of living index 
number gives three separate percentages for the food group. 
The first appertains to food prices in towns with a population 
of over 50,000, and the second to food prices in small towns 
and villages, while the third gives a general average. Thus 
for Feb. 1933 these three index numbers were 22, 21, 22, 
respectively, each nnmbcr, of course, representing an average 
“weighted” percentage increase, so that the general average 
food price for the country would be represented by 122 in 
February 1933 as compared with 100 in 1914. (Appendix 1.) 

In connection with the clothing group the compilers 
emphasise the difBculties of calculating an index number. 
“ As regards clothing,” it is stated, “ owing to the wide range 
of quotations, both now and before the war, to changes in 
qualities and in stocks held by retailers, and in variations in 
the extent to which different articles and qualities have been 
affected by price changes, it is impo.ssiblc to make an exact 
calculation of the increase in prices.” The rent group includes 
the various rates, and the fuel and light group such items ns 
g.as, coal, oil, candles, and matches. 

Though approximations, the results of these calculations 
are, owing to the c.-ireful selection of the commodities, the 



SOTfMARY. 


31 


weigliting,” nnd the distinction between large and small town 
retail prices, near enough to give us an extremely valuable 
idea of the rise in the cost of living since 1914. The ten 
Ministry of Labour cost of living index numbers, representing 
the four groups detailed above, for the month of June in 
each year from 1918 to 1927 are : 100 {i.e. twice as high as 
1914, a doubling of prices in four years), 105, 150. 119. 80, 69, 
69, 72, 68, and 63. 


SUilMARY OF CHAPTER IV. 


Price. — A distinction must bo made between price and value. Price 
IS the money measure of value. 

BVom the standpoint of the oonsumcr price measures the marginal 
utility of a commodity. This is the marginal demand price. But there 
18 also a marginal supply price, which depends on the costs of production 
of tho marginal firm. When marginal demand price and morginal 
supply price are in equilibrium, then we have the market price. 

The operations of demand and supply, however, may bo interfered 
with by rings of sellers who fix prices, or by instalment buying. 


The “ Laws ” of Demand and Supply. — ^Tho fundamental *' laws ” 
or tendencies of demand and supply are — 

(1) When demand exceeds supply price tends to rise. 

(2) When supply is in excess of demand price tends to fall. 

(3) If price falls demand tends to increase and supply to decrease. 

(4) Price depends upon demand and supply, nnd demand and supply 
Upon price. 


Market Price and Normal Price. — The market price is subject to 
incessant variations ; it depends on tho “ higgling ” of the market and 
the balancing of marginal demand price and marginal supply price. 

The norma! price is the price round which the market price oscillates, 
ft is the price arrived at in a period of time sufficiently long enough to 
allow economic forces to operate. The producer is thus able to adjust 
the supply in accordance with tho demand. 


Changes in Price Levels. — An increase in the quantity of money 
(aTCompanied by a deorcaso in output) will result in rising prices. 

Before tbo war ebanges in price levels were fundamentally duo to 
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a rise or fall in the production of gold. One of the great causes of the 
post-war high prices was the great increase in the use of paper monej". 

Index Kumhers.— Price fluctuations are measured by means of index 
numbers. 

Index numbers are constructed by taking a number of commodities 
in everyday use such as bread, tea, meat, flour, coal, and iron, and 
comparing their wholesale prices at different periods with those of a 
Bclected year, say 1913, which is termed the “ standard ” or “ base ” 
year. The prices for the standard year would all bo regarded ns 100 
and any changes are expressed in percentages. 

The index numbers of the Statist, the Economist, and the JGnistry 
of Labour are outstanding examples. 

[A specimen cost of living index number taken from the Ministry of 
Labour Gazelle is given in Appendix 1 infra.] 



CHAPTER V. 


INCOME. 

‘ ^conio may to defined as the wealth, measured in money, 
whioh is at the disposal of an individual or a community, per 
^_ar or unit of time." — F. Y. Edgeworth in Palgravo’s 
■Uichonary of Political Economy. 

Wants, utility, demand, value, and price, lead to the 
important question of income. More or less of a commodity 
IS bought according to rvhether the income of the buyer is big 
or small. We may, of course, obtain commodities as gifts, 
by inheritance, by appropriation, and by barter. Buying, 
however, is the customary method of obtaining possession of 
commodities in civilised countries. 

But what is income ? Income is really a flow of services 
and commodities, or rather the value of such a flow. It may 
include receipts in land received regularly like money pay- 
ments, but it is usually understood to mean incormng money, 
t may be described as an amount of wealth obtained by an 
individual or a community during any period of time, and is 
therefore to be distinguished from capital, which, ns will be 
explained in more detail later, is a quantity of wealth in 
existence at a particular moment. Capital is used to produce 
iirther wealth. Income is derived from capital ; it is a 
stream of wealth, and is constantly being converted into 
capital; 

We must, therefore, carefully distinguish between what the 
economist terms “ money ” income and “ real ” income. The 
utter consists of commodities and services, the necessaries 
and luxuries, obtained by means of the former. Strictly 
speaking “ real ” income includes not only the services we 
O.E. 33 3 
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pay for, stich as those of the doctor, the lawyer, or the butler, 
but also the services we ourselves perform for ourselves, and 
the services performed free of charge by members of a 
family for one another. Indeed, wo may even take a broader 
meaning and regard income as including all utilities or satis- 
factions. Thus a bicycle, or a table, is a regular source of 
utility or satisfaction for many 3’ears, and, as Professor Taussig 
has emphasised, we derive in this way a great deal of what he 
calls “ psychic ” income.’^ But such income is not measurable, 
and though we may feel quite certain that “ psychic ” income 
has greatly increased in a country like England during the 
last hundred years, we usually confine our attention to 
“ money ” income and its command over “ real ” income. 

Income is really the core of our study, for as Jlarshall 
states, economics is an investigation of how man, through 
his “ activities in the ordinary business of life,” “ gets his 
income and how he uses it.”* Economics is concerned with 
the sources, the classification, the fluctuations, and the 
inequality of income. 

There are, as we have already seen, only two kinds of 
income receivers, workers and owners, and therefore only two 
sources of income, work and property. But it is usual in 
everyday language to apply the phrase “ the workers ” to 
those that use physical eSort, that toil heavily with their 
hands, in order to obtain their income. Hence the term “ the 
working classes.” But the term “ workers ” has in economics 
a much wider meaning than this. It includes the mental 
workers, the so-called “ genteel ” or " middle class ” workers, 
and such high salaried people as the organisers and managers 
of industry. Thus the term ** working classes ” really includes 
all types of wage earners from those engaged in the most 
unskilled form of manual labour to those engaged in the highest 
form of brain work. 

1 Principles of Economics (third cd;, 1924), Tol. I., pp. 130-1. 

^ Economics of Industry, p. ir 



THE INEQOAUTY OE I>-COMES. 


35 


It is, however, becoming more and more customary for 
workers to be also property owners. Many thrifty wage 
earners possess this other source of income ; they may be 
part owners, or even the sole owners, of a house or a field 
from which they obtain rent ; they may have invested some 
of their savings in a big company, and these investments will 
provide income in the form of dividends. A recent striking 
illu.stration of the growth of investment among the workers 
occurred in the early part of 1927 when two great British 
railway amalgamations, the London Midland and Scottish 
and the Southern, decided to increase their capital by £5,000,000 
and £1,000,000 respectively, and to invite their employees to 
subscribe parts of these amounts. The railway workers’ 
response to this invitation was a remarkable one. The 
specified amoirnts were not only quickly subscribed but also 
greatly over-subscribed. 

A consideration , of income from property opens up big 
problems. Large-scale production under competitive con- 
ditions has resulted in the accumulation of surplus income 
which has been invested in property. Some of our modern 
millionaires have built up “fortunes” in this way. But 
there are others whose “ fortunes ” are due to non-competitive 
conditions such as monopoly or inheritance, and yet another 
class to certain fortuitous, or accidental, circumstances which 
STB not beneficial to a community, such as war or shady 
speculative dealings. 

•_ This brings us to the great problem of the inequality of 
meomes, and in considering this it is necessary to remember 
that among the workers vigour, ability, enterprise, organising 
power, experience, and prevision are important factors in 
causing their incomes to vary. Inequalities, however, are far 
more evident when we compare the incomes derived from work 
with those derived from property. There are also great , 
megualities among property incomes which are due to the ■ 
mheritance of unequal amounts, to an increase in the value of 
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the property inherited, and also to the unequal savings o£ 
those that inherit such property. 

The second of the causes of inequalities among incomes 
from property is particularly noticeable in the incomes derived 
from urban sites in great cities, sites vrluch have increased in 
value -with the expansion of these cities usually through 
fortuitous circumstances and not as the result of any effort on 
the part of the owner. London, Liverpool, and Manchester 
contain some remarkable and well-known examples of such 
nrbau sites from which the owners obtain particularly large 
incomes under non-competitive conditions. 

It will thus be seen that the study of income is not so easy 
as at first sight would appear. An individual’s income is 
that which comes in regularly, weekly, monthly, or quarterly, 
usually in money, and if in land is measurable in terms of 
money. A nation’s income, or national dividend, as it is 
termed, is the total of all commodities and services produced 
in a country during a certain period. National income has 
been defined by Sit Josiah Stamp as “ the aggregate money 
expression of those goods produced and services tendered by 
the inhabitants of the country in a year, which axe, as a fact, 
generally exchanged for money Thns, as Marshall states : 
“ Everything that is produced in the course of a year, every 
service rendered, every fresh utility brought about is part of 
the national income.”- 

IVhen an individual obtains his income it is used in various 
ways, the most important of which is as payment for com- 
modities or services. Part of it is used for the payment of 
taxes part of it may be given away as a bequest or in the 
form of charity ; part of it may he put aside for future use or 
loaned to others to make use of. 

The amount of an individual’s, or of a nation’s, income 
depends upon the amount of wealth produced, that is, upon 

r W eaJOt oni Toxoblc Capacily p. 40. 

* Economica of Industry, p, 52. 
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production. Low output lessens both individual and national 
incomes, bigb output increases these incomes. A high output 
in a country means greater comforts, a greater satisfaction of 
needs other than the primary ones, and a higher standard 
of living among the workers; a high output enhances tlie 
dignity of labour. 

Output or production according to the old economists 
depends upon what they termed three “ factors ” or 
“ agents ” : land, labour, capital ; and corresponding with 
these agents they classified incomes into the rent of land, 
the wages of labour, and the profits of capital. Modern 
economists have added a fourth agent, organisation or manage- 
ment, and they include a fourth kind of income called interest. 
Thus, applying this classification to the human factors, we may 
say that the landlord obtains rent, the worker wages, and the 
capitalist interest and profits. 

But, it will be asked, what is the income or share of the 
organiser termed 1 That, of course, depends on what his 
functions arc. If he is simply a paid manager, or director, 
of a business then, like other workers, he receives his wages 
or earnings — the wages of management or superintendence. 
But if he has invested some of his surplus earnings in the 
enterprise which he manages then he will also receive interest 
on such investments, that is to say, ns a wage earner and a 
capitalist he will receive earnings plus interest, and if the 
business is a very successful one he will also receive something 
in addition to this. Suppose, for instance, that he has 
invested in the business £100 at 5 per cent., and that after a 
year’s trading ho receives, say, 7 per cent. This is termed 
his dividend and represents both interest on his investment, 
and a share of the profits. The sharing of income into rent, 
wages, profits, and interest will be examined more minutely 
in subsequent chapters.’- 


' See Chaps. IX. and X., infra. 
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We are now in a position to describe in more detail tbc four 
“agents” o{ production — land, labour, capital, and organi- 
sation. 


SXJSDIAKY OF CHAFTEE V. 

Income. — ^Income is a flow of services and commodities, bnt it is 
nsnally understood to mean tbo vaiuo of sucb a flow in terms of money. 

Money income must be distingmabed from real income, which includes 
all the commodities and services obtained by means of tbo former. 
Real income also includes the services we perform for onrsclvcs, and the 
services which we obtain free of charge. 

Income is really the core oi economics. Of the two great classes of 
income receivers (worbers and owners) the workers include oU tj-pes of 
wage earners from the lowest grade of labourer to the highest salaried 
official. 

In both classes incomes vary considerably. Among the workers 
these variations are due to diflerenecs in ability, vigour, and organising 
power. Great inequalities among incomes from property may be due 
to the inheritance of unequal amounts, to an increase in the value, of 
the property inherited, and to unequal savings. 

A nation's income or national dividend is defined by Sir Josiah Stamp 
as “ the aggregate money expression of those goods produced and 
services performed by the inhabitants of the country in a year, which 
are, as a fact, generally exchanged for money.” 

Income depends upon the amount of wealth prodnood, upon output 
or production, and this in turn depends upon four “ factors ” or 
" agents.” These are — 

(1) Ijand. 

(2) Labour. 

fS) Capital. 

(4) Organisation. 

The ClassiEcation of Income. — Income is clas-sified into — 
fl) The rent of land. 

(2) The wages of labour. 

(3) The interest and profits of capital. 

The income of the organiser depends on what his functions arc. If 
he is a paid manager of a business then he receives wages, i.e. the wages 
of superintendence, and if he invests some of his surplus earnings in the 
husancss then he will also receive interest on his capital. 


CHAPTER VI. 


THE AGENTS. 

“ Producing is making utilities. . . . The absoiutoly indis- 
ponsablo agents of production nro labour and land.” — Sir 
Sydney Chapman, Oullines of Political Economy, 

It was not until 1803 that the term production was first 
applied to a division of economics. In that year a well- 
known French economist, Jean Baptiste Say,^ published his 
popular Traild d' Economic Politique, a treatise which is 
divided into five “ books,” the first of which is entitled 
‘‘■Production.”- Eighteen years elapsed before an English 
economist made use of the term in the same way as Say had 
done. In 1821 James Mill published his Elements of Political 
Economy, and the first chapter in this important little book 
is entitled “ Production.”® 

Production is the preparation and adaptation of material 
for the prospective users, or, in other words, the “ creation 
of ntifitios.” It involves, as we have seen, four “ ageats ” or 
" factors ” ; land, labour, capital, and organisation ; and it 
depends on the co-ordination of these agents, agents which 
must now be briefly described. 

' 1767-1832. 

®Do la Production. It is interesting to note that the five " boolis " 
of tho first (1803) edition of Say’s Traiti are entitled : (1) Do la Produo- 
(Production), (2) Des Monnaies (Money), (3) Do la Valeur dcs 
^cses (Value), (4) Dos Rovonuos (Incomes), (6) De la Consommation 
(Consumption). 

divided his ElcmmlB into four chapters: (1) Production, 
distribution, (3) Interchange, (4) Consumption. James SGII (1773- 
1838) -was an official of the India Office, and the father of John Stuart 
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lAnd liM Ix'^n tftmcd the " tnr>th<-r r>f vf-nUlt." 
tiling iiprful to the lif'^ of mnn," wrjto* Jitiin**,* "pprini”' frotis 
tlw gtoiiiwS." It must, hoxvcYi'r, I"' notc-.i tlist «nil<-r t!ic 
torm “ Iftinl ” llu' ('coiicinii'-t iisr!tn5'*s not only thf j o:!, tifid 
what Ricardo tormp ilo! “origiiinl und iridi'.ttniciihh.'' j'oMcni, * 
hut nlso water, sunslune, anti ail the gift'* of initufo. It would, 
thus lie better to refer to the fifHt agent of ptotiuctiou ti* 
nature power, natural rcMuirces, nr eveu natutv. MarshuR 
Hpeak.H of the “ utihtie.^ over the supply of which inn!) has lu* 
control," and apjdiei the term land to the " jH-nn»nent 
sources of thcRi utilitio.s.”^ 

Ill view, however, of the recent great devdojutient, and of 
the imincnxe possihilifics, of hydro-electric. |Ki!ver we might 
now even regard water a.a a separate agent of production. 
Take, Cniiadn, for c.vaniple, with its enormous water rc.sourees. 
Tlio rapid increase in the use of hydro-electricity in this vast 
and progressive Dominion is well jlluHtniled in the Reports of 
the Toronto Electric Commissioners. Ther-e Coitiniisdoners 
arc the higgost consumers of the current pupjilicd by the 
Hydro-electric Comtnissioix of Ontario. In 1012 they sold 
just over 35,000,000 kilowatt hotirs; in 1020 the total .sold 
exceeded 550,000,000 kilowatt honr.s, which yielded ii revenue 
of £0,500,000. 

These arc astoni.shiug fignrc.s. But other eountric.s, 
particularly the United St.ates and Norway, have made quite 
as remarkable strides as Canada has in the use of hydro- 
electricity. In Great Britain, also, progre.ss has been made in 
the use of water power for generating electricity. England, 
Scotland, and Wales liavo been rlivided into a number of 
electricity districts, and tbe Electricity Supply Act of 1027 
established a central authority — the Electricity Board. 
The industrial use of hydro-electric power is being rapidly 

* Essays and Treatises on Several Subjects (1753), p. 174. 

* Principles of Political Economy and Taxation, p. 49. 

’ Economics of Industry, p. 87. 
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extended in the form of electrical heat, particularly in 
connection 'ndth the melting and treatment of various kinds 
of metals. 

But natural resources are not inexhaustible. The tarns of 
Caledonia and of Snowdonia as sources of hydro-electric power 
are limited in number ; the produce of the Welsh anthracite 
coalfields is gradually diminishing ; the forests of Britain have 
almost disappeared, so much so that Government schemes of 
afiorestation are becoming more and more prominent, and 
every eSort is now being made to cultivate a “ forest con- 
science.” 

hloreover, owing to differences in its physical and chemical 
composition, the fertility of the soil varies. "^Man can alter 
the character of the soil, and by scientific methods increase its 
fertility and economic efficiency, by irrigation, by the rotation 
of crops, by the use of chemicals, and by the destruction of 
insect pests. But despite such methods, and the assistance 
of more labour and more capital, the cultivator of a specific 
area will ultimately reach a maximum stage of fertility — a 
maximum output of produce — after which his returns for 
equal applications of labour and capital will get less and less. 
In other words, equal successive applications of labour and 
capital will result in continuously decreasing returns after the 
maximum output has been reached. This is termed the law 
of diminishing or non-proportional returns, a law of great 
importance to the producer. 

Thus a stage is reached when the extra produce obtained, 
say in one year, from a certain amount of capital and labour 
expended on a certain area of land will not be equal to the 
extra produce obtained from an equal amount of capital and 
labour expended in the preceding year. 

It is obvious that if cultivation is extended from a more 
fertile area to a less fertile, equal amounts of capital and 
labour expended on both areas will not produce equal returns ; 
the produce of the more fertile land will be greater. We must 
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thcrefoTC distinguish between two types of cultivation, the 
intensive in a single area, and the extensive as the margin 
of cultivation is extended to less fertile areas. This subject 
of decreasing fertility will be returned to later when we discuss 
the theory of rent. 

A great deal has been written about the problem of dimin- 
ishing returns, not only with reference to the extractive 
industries such as mining and agriculture, but also in con- 
nection with manufactures. The problem is linked up with 
that of increasing population. Writers on population have 
been prominent in England since Tudor times. The beginning 
of English overseas expansion, which the Tudor and early 
Stuart periods witness^, was due to some extent to the 
prevailing idea that England was over-populated, and the 
writers of the day were often haunted with the spectre of 
over-population. 

But in Tudor and Stuart times over-population did not 
mean great density per square mile, for the population of 
England in the Elizabethan period was only about 5,000,000. 
By over-population the Tndor and Stuart writers simply 
meant that there were too many people in England in relation 
to the quantity of food which the country produced. In an 
age when periods of general scarcity were apt to recur with 
distressing frequency the problem was one of economic self- 
sufficiency. Over-population was gauged according to the 
number of bushels of Engbsh agricultural produce ; the prob- 
lem was an agricultural one based on returns from the soil. 

Though eighteenth century writers like Gee’- and Adam Smith 
favoured an increase of population, these views with reference 
to the bogey of over-population prevailed in England even 
after the great scientific development of English agriculture 
in the latter part of that century, when such remarkable 
progress was made with the cultivation of crops and the 

I Joshioa Gee wjis an English merchant and commercial "veriter whoso 
puhlications appeared between 1725 and 1750. 
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breeding of animals for tlieir meat. Towards the end of the 
century Thomas Robert Malthus^ propounded what was 
termed “ the principle of population,” which, with a pretence 
to mathematical accuracy, was simply in essence an attempt 
to state more precisely what the Tudor and Stuart writers 
had in mind 'when they wrote about over-population. Indeed, 
some of his views on the problems of population were antici- 
pated by that observant early Stuart writer Gerard de Malynes.- 

Malthus in his treatise on the theory of population,® com- 
pared the increase of annual produce with the increase of 
population. He thought that population when unchecked 
increased in geometrical ratio, and that the means of sub- 
sistence increased only in arithmetical progression. 

This is the Malthusian theory of population, according to 
which population would double in twenty-five years, quadruple 
in fifty, and octuple in seventy-five, whereas the means of 
subsistence would only increase three times in fifty years 
and would take seventy-five years to quadruple. But 
Malthus did not foresee the opening of the greatcorn lands of 
North America and the Argentine, which, ns Mr. L. L. Price 
remarks, “ has brought the rich virgin soils of the New World 
to reinforce the more exhausted soils of the Old,”^ and though 
population has greatly increased since the beginning of the 
nineteenth century, there is no evidence to show that this 
■increase has taken place every twenty-five years in the ratio 
he suggested. “ The problem which Malthus thought he had 
solved,” declares Professor Mantoux,® “ has remained unsolved 
to this day.” 


■ ' Malthus (17CG-1S34) was Professor of History and Political Economy 
at Hailoybury College from 1807 to 1834. 

■ Malynes was an early exponent of free trade. He OTofe several 
"'art”? which Lex ilcrcatorta (1622) is the most important. 

^titled An Essay on the Principle of Popvlation (1798). 
p ^ Short History of Political Economy in England (twelfth ed., 1924), 

^^dnstrial EevohUion in the Eighteenth Century (revised ed., 

1927), p. 356. 
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Among the natural checks Malthus included moral restraint, 
vice, vrat, disease, famine, and he did not forget to emphasise 
unhealthy occupations, severe labour, bad nursing of children, 
and city life. In France, for instance, increase of population 
is very slow, chiefly owing to a particularly low birth rate. 
In some countries the death rate is needlessly high. This is 
the case in Koumania and Hungary where, in 1926, it was 
nearly 30 in the 1,000. 

So far as England and Wales are concerned it has taken over 
a hundred years for the population to quadruple. In 1811 it 
was just over 10,000,000; in 1921 it was 37,885,000; and in 
1930 it was estimated at nearly 40,000,000. There was a great 
deal of rural depopulation during the nineteenth century, and, 
as a result of the rapid industrial expansion, a constant 
migration to the big towns. This urbanisation of England 
constitutes a serious economic problem. In London, for 
example, the evils of overcrowding are appalling, and are a 
perpetual source of anxiety to the municipal authorities of the 
various Metropolitan boroughs. Stepney vividly idustrates 
this distressing congestion. There were in this district in 
1927 about 280,000 people to 1,900 acres. Such congestion 
is accompanied by a high rate of infant mortality. Hence 
the importance of new housing schemes which are, ndth the 
aid of State subsidies, rapidly fructifying not only in the 
London area, where great changes have already been made, 
but also throughout Britaiu. 

Other important British developments are the erection of 
garden cities such as Boumville and Port Sunlight; the 
settlement of ex-service men on the land; and the great 
encouragement and State aid now given to emigration, which 
has received an additional stimulus by the passing of the 
Empire Settlement Act in 1922 for furthering and assisting 
settlement in the British overseas dominions. 

The problem of population leads us to the second agent of 
production, labour, for tbe quantity of labour is simply a 



THE EFFICIENCY OF LABOUK. 


45 


question of population. The earlier economists made a 
distinction between what they termed “ productive ” and 
‘ unproductive ” labour. Services such as those of the 
actor, the doctor, or the notary, they regarded as “ unpro- 
ductive.” The only “ productive ” labour was that expended 
on material objects. In fact, the Physiocrats, the well-known 
French economists of the latter part of the eighteenth century, 
regarded labour other than that devoted to agriculture as 
sterile.” Modern economists, however, regard all kinds of 
services as productive except, of course, those that are harmful 
to the 'good of a community. Thus the labours of the 
mechanic, the dustman, the doctor, and the errand-boy are 
all productive, while that of swindlers is unproductive and has 
been termed “ predatory ” labour. 

Though the quantity of labour is entirely a matter of an 
increase or a decrease of population, its quality depends on 
many factors. The efiSciency of labour is a result of physical 
strength, skill, intelligence, and adaptability, together with 
such important moral qualities as honesty, and tnistworthi- 
uess. It is also obvious that the well-fed, well-clothed, 
well-housed, better educated, and better trained worker is 
more efficient than the ill-fed, ill-clothed, ill-housed, ill- 
educated, and ill-trained. The influence of homo life, of 
surroundings, of climate, of earnings, of the duration of work, 
nf family affection, and of outlook and prospects are also 
important efficiency factors. 

Moreover, it must he romemheted that though labour may 
bo sometimes pleasurahlc, it is more frequently irksome aud 
monotonous. A reduction of irksomeness by an increase of 
leisure adds to efficiency. Hcnco the numerous welfare 
themes which arc important features of many modern 
mdustrics. “ Human agents of production,” remarks jrarshali,^ 
UTo not bought and sold ns machinery and other material 
ugents of production are.” Labour is perishable ; tlic more 

1 Economic$ of Industry, p. 269. ^ 
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skilled the ■worker the longer the time spent in training; the 
worker has to sell his labour, and this is often done under 
great disadvantages. 

Finally, we must consider the mobilitj’ of, and the methods 
of applying labour. Some ccononusts have distinguished 
various groups of labour. Caitnes, for example, gives four 
such groups.’- The first includes the unskilled and nearly 
unskilled ; the second, the artisans such as carpenters and 
smiths together with the small retail dealers ; the third, the 
producers and dealers of a higher order such as civil engineers 
and chemists and the superior class of retail tradesmen; 
the fourth, persons “still more favourably circumstanced.’’ 
Marshall distinguishes two broad groups," the “ hard-handed ’’ 
and the soft-handed ” industries, and Giddings four® : the 
“ automatic ’’ and the “ responsible ” manual labourers, and 
the “ automatic ” and the “ responsible ” brain workers. 
Professor Taussig gives five groups,* but emphasises the fact 
that they gradually merge into one another. They are ; 
fl) the lovfcst group, the “ diggers and delvers ’’ who depend 
on their physical strength ; (2) those possessing some degree 
of spedalisation such as motormeu and factory operators 
whose work is comparatively simple ; (3) the skilled workmen, 
such as carpenters and mechanics; (4) the lower middle 
class, such as clerks and small tradesmen ; (5) the so-called 
“ professional ” class such as lawyers, physicians, and 
clergymen. 

Whatever classification we adopt it is evident that the 
mobility of labour from one groirp to another is not very great. 
Isor is the mobility of labour from one industry to another 

» Some leading Principles of Pdfilieal B'ccnomi; (ISS4 ed.), pp. C6-7. 
John Elliot Caimes (IS23-75) was Professor of Political Economy in the 
University of Dublin from 1856 to 1865, and Professor of Political 
Economy in 'University College, London, from 1865 to 1872. 

‘ Principles of Economics, p. 218. 

’ Political Science Quarterly, Vol. II., pp. 60-71. 

* Principles of Economics, Vol. II., pp. 141-4. 
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a particularly great one, for labour tends to be localised. 
Hence, because of this general immobility, we speak of 
“ frozen ” labour. 

Labour is applied in various ways. It may be purely 
manual, it may be used in connection with machineiy, it 
may be used in private enterprise, it may be used in 
large scale production, the labourer may work alone or in 
co-operation with others, a man may bo a specialist or a 
“ jack of all trades.” In modern industry, however, speciali- 
sation is the outstanding characteristic. Bach worker has his 
own job, the work is divided in order to secure better co- j 
operation. The complex nature of modern industry lias 
intensified this specialisation or division of labour, though, of 
course, in its elementary form it is as old as family life, for 
man’s first labour was that of hunting. Division of labour 
leads to economy of time and of tools, to quickness, dexterity, 
and adaptability. But, as is evident, it also has certain 
disadvantages. Its physical and mental effects arc often 
injurious ; its monotonous nature is apt to stifle initiative. 
Healthy surroundings, hygienic factories, increased leisure, 
humanitarian legislation, and welfare movements, have in 
recent years helped to mitigate these disadvantages. 

But in addition to the division of labour among the various 
specialists, the division of processes, we often find labour 
concentrated in certain localities. This is what is termed the 
territorial division of labour, or the localisation of industry, of 
which there are some striking instances in Great Britain. 
Why, for example, is the English cotton industry concentrated 
in South Lancashire or the English porcelain industry in North 
StaSordshiie ? The reasons, of course, vary with the different 
localities. An industry may be attracted to a certain district 
because of some natural advautage, such as easy access to raw 
materials, or the possibilities of obtaining cheap power in the 
form of water or coal, or suitable climatic conditions. Other 
reasons may be the nearness of markets, the prospect of 
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establisHng a new market, cheap labour, good transpo^ 
facilities, and low rates, while in some cases there are histone 
reasons, snch as the settlement in a particnlar district of alien 
craftsmen who have been compelled to leave their native land 
becanse of rehgious or political difidculties. 

We must now briefly examine the nature of the third agent 
of production, capital. The term capital appears to have been 
first used by English writers in connection with accountancy) 
and in one of the earliest English treatises dealing with this 
subject, written by John Peele in Elizabethan times, it is used 
as equivalent to “ stock.”*^ Professor W. R. Scott tells ns 
that the East India Company began in 1613 to call the sum 
invested by each shareholder in the company “ capital- 
Thus in the business of this great commerical corporation, 
and other such Stuart corporations, it came to mean a sum of 
money, and this is prill the usual popular meaning. 

The term capital was thus in use in England long before it 
appeared in a treatise dealing with economics. Adam Smith 
states that a person’s capital is not identical with his stopk, 
and he defines capitsd as that part of a man’s stock from which 
he expects to derive an income. Smith classifies capital into 
“ circulating ” and “ fixed.” Modem economists regard 
circulating capital as that which serves its purpose by 
being used once, or, as John Stuart Mill states, “ that which 
fulfils the whole of its office in the production in w’hich it 
is engaged by a single use.”* Coal used as fuel, the wages 
of the workers, leather made into boots, steel made into a 

1 Pecle, in Ms Pathe icayc to jitrfixines in ih* accornptes of Debiionf nnd 
Crcdifoiir •uses the pMrase *' net snbstanncc, stocho or capitaU.” 

This appears to be the first example of the use of the economic term 
capital in a treatise written by an Englishman. 

^ The Constitution and Pinance of Pnglish^ Soottish and Irish Joint 
Stock Companies (1910-12), Vol. I., pp. 15~-S. 

’ Principles of Political Economy (seventh ed., 1871), Vol. I., p- 107. 
,Iohn Stuart Mill (lSOG-73) was the eldest son of James Mill. His 
Principles, first published in 1848, greatly influenced the -writings of 
later nineteenth century economists. 
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term, for capital is wealth which is used for producing more 
wealth. Thus, though we speak of the " capital market ” 
and mean the money market, the market where loans can 
be obtained to start a business, capital includes a great many 
commoitics other than money. It is likewise true that the 
head of a business when he refers to his “ capital ” usually 
means the sum of money or the total “ stock ” that is invested 
in the business and not his “ stock ” of tools, machinery or 
raw material. The economist, however, includes both the 
money “ stock ” and the “ stock ” that is used to produce 
new economic goods or commodities, that is, to create further 
wealth, under capital. But it must be remembered that the 
“ slock ” that is ready for sale, that is waiting for the 
“ consumer ” in a finished and enjoyable form, such as clothes, 
furniture, or loaves of bread, is not by some economists 
regarded as true capital, because it is not directly used in 
the production of new wealth. 

We may therefore distinguish between “ consumer’s capital,” 
i.e. the finished economic goods in an enjoyable form, and 
“ producer’s capital,” such as raw material and plant, which 
is directly used in the process of production. Both forms 
constitute wealth, but, strictly speaking, only the second is 
true capital or “intermediary wealth.” 

This is the classification of capital adopted by Professor 
Taussig. Another classification, as we have just seen, is 
“ fixed ” and “ circulating,” and there ate several others only 
the chief of which can be described here. Such are natural 
capital (land or nature power) and artificial (instruments 
made by man) ; trade capital (used in trade, siich as a factory, 
raw material, tbe business man’s own money, and loans) and 
social (belonging to the community, such as roads, the Post 
Office, state-owned railways) ; sunk capital (specialised 
capital used for one purpose such as the telephone, railway 
lines, and locomotives) and floating (capital fulfilling more thar 
one function such as coal) ; remuneratory capital (the earnings 
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of labour) and auxiliary (all other forms such as raw material, 
plant, and money invested in a business) ; material capital 
(concrete goods used in production) and personal (skill, 
efficienc}’, and ability which cannot be transferred). 

Wo must next consider how capital is accumulated. Fun- 
damentally, of course, the accumulation of capital depends 
on labour and effort, on time, and on the will power to save. 
But there arc other contributory factors, such ns security, 
sound judgment, future needs, social ambition, and family 
affection. Obviously, much more capital is accumulated in a 
country possessing a stable government than in a country 
wlierc there is constant social or political unrest. Then there 
are certain stimuli. In England, for instance, sound banks 
and thrift societies, and the National Savings Certificates are 
strong inducements to saving. Attractive rates of interest 
and a great demand for capital will also stimulate people to 
save. 

Capital is more mobile than labour. It is not so easily 
hindered as labour is by barriers of language or of distance. 
Illustrations of this mobility constantly occur in the great 
money markets of the world, such as London and New York, 
where large loans are frequently obtained for productive enter- 
prises in countries far away from the money market where 
the loan is raised. British capital has been used for the 
construction of great railways in India and in North and 
South America, docks in China, and dams in Egypt. The 
interest on loans of this nature arc often a big source of income 
to the lending country. 

All the capital needed in the process of production is 
composed of such “ fixed ” elements ns factories, machinery, 
and tools, together -with what may be termed “ live " capital, 
or what the business man would call " live ” assets, such as 
raw materials, intermediary products, outstanding accounts, 
and cash in hand. Capital is applied to business in certain 
organised ways. The business may be a private firm belonging 
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to a single person or a small number of partners, a large scale 
firm or joint stock company vritli thousands of shareholders, 
a municipal or State enterprise in which the rate-payers and 
tax-payers are particularly interested, or a co-operatdvc 
concern run by the consumers whose profits depend on their 
personal purchases. These various types of business organi- 
sation will be described in more detail in the next two chapters. 

The actual application of capital to business is the sphere 
of the fourth agent, organisation. The earlier economists, as 
we have seen, did not recognise this agent; they confined 
their attentions to land, labour, and capital. The remarkable 
development of modern indu-stry and enterprise has caused 
more recent econo^sts to add another agent. Thus, the 
chariot of production has been given four wheels : land, 
labour, capital, and organisation. 


Orgamsation or management has to do with the technique 
and problem of industnal administration, with the governance 
of compames co-ordmates the other agents, and is thus 
the key to industnal P^spenty The paramount importance 
of sMM management to the hfe of a community is sLwn by 
the foot that m Great Britain alone there were in 1927 over 
9o,000 compames with a total oaia i r 

£4,470,000,000, and emploving some lO 000 

n n ^ + 1 . tt ' ^ o ° I’J.uUO.OOO wage earners. 

Both Germany and the Gmted States, however are far ahead 

„( B. .am m tb, matmaillSit 

the pnnciplM of indu^al_ adimaistration. The British 
universities have been slow m devp!nr.;p,„ t -v,- , , - 

nature, and are only, just beginning to reafise tie 
of the administrative faculty ia business importance 

Other countries are also ahea.? n ^ . 

reference to the establishment of n v Bntam with 

the study of the various methods of “^iations for 

.The TJaited States, for c.vample has management. 

boa, which is a national body and in V ^''^'‘Sement Associa- 

Bclgium, and other Enrop^'n eountn^sTt 

F an coantnes there are national 
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associations of this kind. Ifc is true that Great Britain has 
its Bederatiori of British Industries, and its National Con- 
federation of Employers’ Organisations, but the functions of 
such bodies are different to those of a management association. 
“ The object of a management association,” states Mr. 
Seebohm Rowntrec,^ ‘‘is to study the art of management 
and the underlying sciences on vrijich that art is based, to 
consider the different means of lowering production costs and 
of increasing efficiency, and to find out how to establish the 
right relations between Capital and Labour.” 


sumLVRy OP ch.4pxer vi. 

The four agents or factors of production are, ns wo have soon, land, 
iahoar, capital, organisation. 

Land. — Includes not only the soil but also water, sunshine, and all 
tho gifts of nature. In view of the great development of hydro-cleofrioity 
water might ho regarded as a separate agent. 

In tho Qultivation of tho soil tho toturns from equal appUeatious of 
capital and labour begin to doorcase after a maximum output is reached. 
This is what is termed tho law of diminisliing returns. 

The problem of diminishing returns is linked up with that of popula- 
tion. Towards tho end of the eighteenth century JIalthus propounded 
his “ principlo of population.” Ho staled that population when 
nnoheoked increased in gcoraotrioal ratio, and that tho means of 
suhsistenoo increased only in arithmotic.al progression. In tho case of 
England and Wales it has taken over a hundred years for tho population 
to quadruple. Tiio overcrowding in tho big English torras constitutes a 
serious coonomie problem. 

Labour. — Tho earlier economists dislinguiaUed hetwedn — 

(1) Productive labour expended on material objects. The Physio- 
crats rogardod oU labour other than that devoted to ngrioulturo as 
steriJo. 

(2) Unproductive labour, e.r;. the services of the doctor or actor. 

Modem economists regard all kinds of services ns productive e.vcopt 

those that aro notunlly harmful to a community. 


‘ The Conlemporary Itevieiu, November 1927. 



54 


THE AGENTS. 


The quantity of labour is a question of population. The qualify of 
labour depends on skill, strength, intelligence, and adaptability. 

Labour is perishable. The worker often sells his labour under great 
disadvantages. 

The MobiUty of Labour. — Labour may be classified into groups. The 
mobility from one group to another is not very great. Giddings divides 
the workers into four groups thus — 

(1) ..Vntomatic roannal labourers. 

(2) Responsible manual labourers. 

(3) Automatic brain workers. 

(4) Responsible brain workers. 

Taussig distinguishes five groups, Caimes four, and JIarshall two. 

The Division of Labour. — ^Modern industry has intensified specialisa- 
tion or the division of labour, which results in economy of time and of 
tools, and in quickness, dexterity, and adaptability. 

But it m.sy also result in severe physical and mental strain, and in 
stifling initiative. 

The Localisation of Industry. — ^Industries may be concentrated in 
certain localities for various reasons, snob as — 

(1) Katural advantages, t.g. climate, accessibility of raw materials or 
of power. 

(2) Accessibility of markets. 

(3) The prospects of establishing new markets. 

(4) Cheap labour. 

(5) Good transport facilities, 

(6) Low rates. 

Capital. — Adam Smith defines capital as that part of a man’s stock 
from which he expects to derive an income. Ricardo states that 
capital is “ that part of the wealth of a country which is employed in 
production,” i.e. wealth that is used for the production oi inrther wealth. 
Taussig distinguishes between — 

(1) Cmtamer' s capital, i.t, tbe finished economic goods in an enjoyable 
form, and 

(2) Producer'^ capital, sueb as raw material, and plant directly used in 
the process of production. 

Adam Smith gives two types — 

(11 Ctrculaling capital, such as the goods of a merchant which only 
yield a revenue when they are sold. 



SUMMARY. 


55 


(2) Fixed capital, such as the machines and instruments of trade 
which yield a revenue without changing hands or circulating further. 

There are various other classifications of capital such, for example, 
as — 

(1) Natural, i.e, land or nature power. 

(2) Artificial, instruments made by man. 

The accumulation of capital depends on labour and effort, on time, 
on the will power to save, on a country's security, on sound judgment, 
bn future needs, on social ambition, and on family affection, while 
saving is stimulated by banks and thrift societies, and attractive rates 
of interest. 

The Mobility of Capital. — Capital is more mobile than labour. Loans, 
for example, raised in Great Britain have been used for constructive 
purposes all over the world. 

Organisation. — Organisation or management has to do with the 
technique and problems of industrial administration, with the gover- 
nance of companies. It is the business of the organiser or manager to 
co-ordinate the other agents of production. 
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Wf It.’ivc »*•>■!) tLr<( is ffojn 

hlxiur tiivl j'TvJjx'fly— ntiit that U-.t-r-*- aJif 'W'’ i'rrt’-'' 
t)l ror^'ivcri- — {'.'ini'Ts ttjid r.-sj it.iU'i't. lV<jth thi* 

■wii'ic cartii'.r nnd the ajf, f>i fijius-', '*■» 

pri'Mhsclki!!. The “imtomatit;'' at^vl “tt'j.jK'Untitt"'* -wftKe 
(‘.irtien! labour to jirotiuco comimKlitioH ; tW Mpitab»ts 
invest th‘'it Mirp!u'“ incontt. in bociiie^s <'nlerpri«r^. 

We may ilistitignieb three main ty}-es ol IniMtsws enietj'ti'*''*- 
There iii, first o! nil. the rmnll !.cule hnsine'S ovmcd !')’ ** 
single jierfon or n few partners, which ojK'rrjtes tinder the 
most intensive competitive conditions, and \vho-<e csii'teni'.e 
depends enUroly on the ability and initiativn of its proprietor 
or projiriotoTS. 

Secondly, there are Oie businesses managed by public 
authorities. T’hese are jmblic coiice.rns or public utility 
undertakings, and many of them nre of great magnitude. Iti 
this class nre included the big national busiiu'.sses directly 
controlled by the Government such as the. Briti.sh I’ost Oflicc, 
the Itoyal Mini, the Office of Works, and His Majc-sty'.s 
Stationer}’ Office *, national undertakings controlled by 

ee 
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officially appointed bodies such as tbe Central Electricity 
Board and tbe British Broadcasting Corporation ; local 
undertakings managed directly by local authorities such as 
municipal gas and electricity -works and tiamiTays; local 
undertaldngs managed by specially appointed authorities such 
as the Port of London Authority, the Metropolitan Water 
Board, and the Mersey Docks and Harbour Board ; and 
companies formed under the Building Societies Acts and under 
the Industrial and Provident Societies Acts, of which the 
Co-operative Wholesale and Ectail Societies^ established under 
the latter Acts are of outstanding importance. 

Knally, there are the joint-stock companies which operate 
large scale businesses under boards of directors appointed by 
the shareholders. 

Despite the dominant position of joint stock enterprise and 
the great development of public concerns the small business 
man still manages to hold his own. But the large-scale 
firm has certain important advantages in the economy of 
labour, material, and nature power which are not possessed 
by the small firm. The big business organisation can make n| 
more efficient use of labour ; it can find more regular employ-! 
ment for both its sldllcd and unskilled workers ; it car 
purchase raw material on a more advantageous basis ; it has 
more scope for the use of time-saving instruments; it can 
make much more use of the so-called “ waste ” material by 
developing by-products; it is able to devote much more 
money to advertising and research work. 

It is therefore not surprising that such obvious advantages 
have in recent times resulted in a greater “ rationalisation ” 
of industry, by which is meant the organisation of industry 
mto as large aggregations as arc compatible with the maximum 
of economy in costs of production. Thus we find industries 
which arc already big forming amalgamations, combines, and 
mergers. The bigger the amalgamation the greater is the 

‘The Co-operative Societies ore described in Chop. Vin., infra. 
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concentration of production in the best-eqnipped works, the 
greater is the marketability of the shares, the greater are the 
advantages arising from the general pooling of experience and 
of brain power, the greater is the saving in overhead charges, 
the greater is the probability of weathering industrial storms 
and depressions, the greater is the command over capital. 

On the other hand, “ rationalisation ” has certain dis- 
advantages An amalgamation may he so large as to become 
unwieldy ; its size may be a handicap, and the personal touch 
between those in command and those in subordinate positions 
may he lost with consequent damage to the business. Amal- 
gamations not infrequently result in staff reductions which 
cause much hardship, while the directors do not possess that 
intimate relationship with the consumer which the owner of a 
small business possesses. 

But though big amalgamations efiect great economies they 
do not always result in a lowering of prices. Cheaper produc- 
tion, which is rendered possible by the strength of an amalga- 
mation, a large output, and up-to-date methods should, of 
course, mean a lower selling price, while stiU pelding reason- 
able profits. Investigators like Professor Macgregor and Mr. 
Gutforth have shown that in Britain big amalgamations are 
on the whole beneficial to tbe community, that the interests 
of the consumer do not suffer, and that they conduce to price 
stability. But it is true that there have been, especially in 
America, instances of powerful combines raising prices, and 
using unfair methods to crush rival firms in order to secure 
as complete a control as possible of the supply of a com- 
modity. The aim of such combines is the securing of a 
monopoly by the elimination of competition, and the 
obtaining of excessive profits by exploiting the consumer. 

Tendencies to monopoly in industrial enterprise therefore 
need our careful examination. Indeed, the methods of certain 
big American combines had become so dangerous to the 
general community that in 1890 the United States Govern- 
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mcnt passed the famous Sherman Anti-trust Act which 
forbade combinations in restraint of trade. This was followed 
in 1914 by two other anti-trust Acts, which declared “unfair 
methods of competition in commerce ” to be illegal. The 
second of these later Acts — the Clayton Act — describes these 
unfair methods, such ns the preventing by exclusive contracts 
of the buyers of commodities from dealing in the goods of 
rival firms ; the practice of price discrimination, that is, the 
selling of commodities at different prices to different buyers ; 
and the obtaining of favourable rates from the railway 
companies. 

A monopoly may be a brief control of supply such as a 
“ corner ” in a wheat market, or it may bo a control of supply 
for a lengthy period. IMonopolics have been classified by 
economists in many ways. Professor Taussig, for instance, 
divides them into the absolute and the industrial,* The 
former either depend on legal protection, such as cop 3 rrights 
and patents, or are caused by the control of natural resources, 
a control which is very rare owing to the constant discovery 
of new sources. He gives as an example of the latter the 
control of the South African diamond mines. The industrial 
monopolies he classifies into public service industries and the 
so-called “ trusts.” Examples of the former of these are 
frequently found in modern municipahties, e.g. the public 
supply of electricity or of gas, and town corporation tramways, 
*vhich, of course, so far as certain districts or urban areas are 
concerned, are absolute monopolies within these areas, just as 
a nationalised railway or the Post Office are absolute monopolies 
*rithin the countries they serve. In the so-called “ trusts 
Professor Taussig includes all big industrial combines, mergers, 
or amalgamations which are powerful enough to influence 
prices. 

The latter are included by another well-known American 
economist, Professor Ely, under the title of. “complete 

' Principles of Economies, Vol. IT., pp. 113-18. 



60 


THE PRODHCEBS. 


monopolies,” H’liicli lie defines as combinations vrbich aie able 
to fix prices by controlling over 75 per cent, but less than, 
100 per cent, of the supply of an article, 171010 the control of 
100 per cent, of the entire supply of a commodity or service, 
such as that of a single gas company which controls a town’s 
supply of light, he regards as an “ absolute ” monopoly. 
Professor Ely, however, introduces a third class, the “ partial ” 
or “ incomplete ” monopoly in which he includes those com- 
binations “ which control so large a portion of the field of a 
particular business as to be able to restrain competition,” 
and, therefore, as a result to make the conditions afieoting the 
determination of price different to those prevailing under a 
regime of free competition.^ 

The so-called “ trusts ” are of two kinds : an amalgamation 
of similar industries, such as the Standard Oil Company or 
the Imperial Tobacco Company ; and an amalgamation of 
different industries. The former type is termed a “ horizon- 
tal ” combination, and the latter, in which all the individual 
industries usually contribute towards the production of the 
finished commodity, is the “ vertical ” combination, such as 
Dorman, Long & Co., which is primarily a great iron firm 
but has absorbed a number of collieries ; or Palmer’s Ship- 
building and Iron Company, a company which covers what 
has been termed “ the whole field of production from pig-iron 
to battleships.” 

The identity- of the individual firms in the merger may be 
preserved, each firm being allowed to trade under its old name 
as in the Imperial Tobacco Company, or it may be completely 
destroyed. The latter is the usual rule and is strikingly 
illustrated in the recent British railway and bank amalga- 
mations. The names of the old railway companies which now 
comprise the four new groups have, with one exception, 
entirely disappeared. The Loudon Midland and, Scottish 
Kailway Company, for example, is an amalgamation of eight 
> Ji/0710j)o!im and Trvels (1900), pp. 70-7. 
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constituent companies, wliicli include the old London and 
North Western, SGdland, Galcdoman, Glasgow and South 
Western, and Lancashire and Yorkshire, and twenty-seven 
subsidiary companies, which include the old North London, 
and tile klaryport and Carlisle. In one railway amalgamation 
only, the Great Western, has the name of the absorbing 
company been retained. In the six big British bank amalga- 
mations three of these powerful combines — Lloyds, Barclays, 
and the National Provincial — have retained the name of the 
absorbing company. 

A “ trust ” has been defined by Mr. Macrosty ns “ originally 
a combination of a number of companies through a board of 
tnistces to whom tho sbareboldcrs assigned their shares in 
e.xcliange for trust certificates.” ^ The name ” trust,” however, 
IS now applied to big combines that arc not organised in this 
way. Thus when wo speak of the “ trustification ” of 
industry wo really mean the development of big amalgamations 
such as those that have just been discussed. 

Indeed, the forms of industrial combination arc far too 
Varied to bo examined in any detail in an introductory 
treatise of this nature. At the bottom of the scale is the 
simple agreement among a number of companies to adopt 
the same price. This is tho price association. But the term 
‘ association ” is often applied to a somewhat stronger, and 
more definite, type of combination not only for price-fixing 
purposes but also for the preservation of trade interests, and 
the arranging of the cheapest transport rates with railway 
and shipping companies. Such combinations ate the British 
Tube Association, and the Small Iron Makers’ Association. 
Moreover, the term " association ” may be applied to an 
organisation for increasing the sales of a commodity such as 
the Durham Coal Sales Association. Tho last-named resembles 
the German “ kartel,” which is really au association of com- 
panies for regulating output, prices, and sales by means of 

1 y/i? rrtMj Movement in British Inilnslrii (1907), p. 1, 
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a ceattal committee or agency acting on behalf of each 
associated company. 

Under the kartel arrangement each individual firm manages 
its opm affairs. This type of German industrial organisation 
made remarkable progress in the two decades preceding the 
Great War ; its aim was the stabilisation of prices. But 
since the war there has grown up in the kartel system a type 
of amalgamation with a greater degree of fusion, and this 
development has resulted in the establishment of “ trusts ” 
either by direct amalgamation or by “ holding ” companies, 
i.e. companies which are formed to acquire all or nearly all 
of the shares of the combining firms. In the first instance 
this new German development resulted in a number of 
“ vertical ” combines, but more recently the tendency has 
been towards the “horizontal” form of combination, particu- 
larly in the “ heavy ” industries, coal, iron, and steel, the 
finished marketable article, such as machinery, being con- 
structed by a firm which is not in the combination. In 1926, 
for example, four big coal and iron groups which were them- 
selves combines, were formed into a new powerful steel 
“ trust,” the Yercinigte Stahlwerke A.G., the largest on the 
continent. 

Nor is this German “ rationalisation ” of industry confined 
to the iron and steel trade. The reconstruction of German 
industry since the Armistice has proceeded rapidly on these 
lines in other industries, such as locomotive and waggon 
bulling, shipping, shipbuilding, dyes, and potash. In 
shipping, the Hamburg-Amerika Line has recently absorbed 
the Deutsch-Austral and Kosmos Lines, while in the dye 
industry the two biggest combines have been absorbed in what 
is the largest of German " trusts,” the I.G. Farbenindustrie 
A.G. 

An interesting and valuable form of amalgamation for 
selling purposes, which has, since 1922, revolutionised the 
Canadian wheat trade, is the so-called wheat “pool.” The 
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indtistxinl depression wliich followed the war seriously nficeted 
the Canadian wlicat farmers, so much so, that it became 
imperative to debase now methods of marketing their produce. 
As n result a sy.stcm of co-operation was introduced which is 
known as the wheat “ pool,” and there is one such " pool ” 
for each of the wheat growing provinces of Jlanitoba, Sas- 
katchewan, and Alberta. 

These ” pools ” or combinations of wheat farmers arc 
governed by a board of management, which is the selling 
agency of the produce. The “ pool " advances to the wheat 
farmer a snm of monc}-, usually about .$! a bushel, as soon as 
the crop is harvested, and such an advance, which, of course, 
docs not represent the final market price of the wheat, 
immediately places the control of the wheat in the hands of 
the agency whose business is the marketing of the produce, 
and the making of additional paj-ments to the farmer as the 
wheat is sold. The remarkaldc development of the Canadian 
wheat ” pool ” system is shown by the great increase in 
mcmbcrsliip. In 1923 the “ pools ” possessed 70,000 
members ; in 1920 more than 126,000. In 1926 the " pools ’* 
sold 212,000,000 bushels of grain, which is over 70 per cent, 
of the total Canadian output of wheat, while in the same 
year their tnldngs amoimted to £5‘f,300,000. 

In . Britain also, amalgamation has made remarkable pro- 
gress in recent years. Bank combines have culminated in the 
“ Big Six,” Barclays, Lloyds, Martins, the Midland, the 
National Provincial, and the Westminster^ ; railway amalga- 
mation in the '* Big Four,” the London Midland and Scottish, 
London and North' Eastern, Great Western, and Southern ; 
and in the chemical industry there is %vhat may be termed 
the “ Big One,” Imperial Chemical Industries Limited. This 
great chemical combine was formed at the close of 1926. It 
took under its wing the four most powerful chemical firms in 

^Tlio British hank nmakamations arc examined in more detail in 
Chap. XTO., infra. 
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Britain, Brunner, Mond & Co., Nobel Industries, the United 
Alkali Company, and the British DyestuSs Corporation, a 
£65,000,000 combine, and ■within five months of its formation 
again expanded by absorbing the Cassel Cyanide Company, 
an old-established GlasgO'w firm. 

Moreover, there are many instances of exceptionally big 
combinations in other British ind\istries such as coal, iron, and 
steel, textiles, grain-milling, and the tobacco and liquor trades. 
A recent big coal merger was the amalgamation of two great 
Welsh companies, which were already powerful combines, the 
Amalgamated Anthracite Collieries Limited and the United 
Anthracite Collieries Limited, a merger authorised by the 
Railway and Canal Commission in June 1927. Such powerful 
amalgamations in the liquor trade as Bass-Worthington and 
Buchanan-Dewar ate, of course, well-known. But a more 
novel merger of 1927 is, perhaps, not so well known. This is 
the amalgamation of two great building societies, the Halifax 
Permanent Building Society, and the Halifax Bqmtable 
Society. The former of these societies was at the time of 
the fusion the largest society of this type in the world, while 
the combined assets amounted to over £40,000,000, a remark- 
able sum, which proves that one of the outstanding economic 
eSects of the post-war housing shortage in Britain has been a 
striking increase in that part of the savings of the workers 
which has been invested in building societies. 

But the great land of “ trusts ” and huge combines is, as is 
well-known, America, where, as we have just seen, the evils 
of trustification became so pronounced that the United States 
Government was forced to intervene with special legislative 
measures. In the seventies of last century there were only 
four big industrial combinations in the United States ; by the 
end of that century the number had increased to 185. 

Though the holding company is still the usual form of 
trustifiwtion in America, the term “ trust,” here as elsewhere, 
includes all Mnds of large scale amalgamations. The holding 
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company, however, is not regarded favourably by American 
law, particularly if it can be proved that such a company 
stifles competition. The great Standard Oil Trust, for 
example, operated from 1899 to 1911 under a holding company 
registered in New Jersey and termed the New Jersey Standard 
Oil Company, but under the Sherman Anti-trust Act the 
Supreme Court of the United States decided that tliis particular 
holding company was an illegal combination in restraint of 
trade. Hence the Standard Oil Trust is to-day simply a big 
,, merger of some thirty-six constituent companies. 

The extraordinary development of big combines in the 
United States during recent years has been well described by 
Trofessor Bogart. “ They control,” he states,”^ “ more or 
less successfully the production of tobacco, petroleum, sugar, 
linseed oil, iron and steel, copper, sliip-building, beef, starch, 
flour, cotton-seed, candy, chewing gum, candles, salt, ice, 
glucose, crackers, matches, whiskey, anthracite coal, fertilisers, 
tin cans, farming tools, locomotives, writing paper, school 
furniture, sewer pipes, glassware, rubber goods, buttons, 
leather, and electrical supplies.” 

Such are the ways in which industrial enterprises are 
Organised. Wo must next consider how the human factors 
engaged in industry organise themselves for the purpose of 
protecting their interests. On the one hand are the Employers 
Associations, and on the other the Trade Unions of the 
employees. 

An Employers’ Association is, as its name implies, a body 
of the employers in a trade or their representatives. Primarily 
concerned with the interests of the owners, such a body must, 
of course, devote its attentions to all the factors, internal 
and external, affecting the trade as a whole. Sometimes it 
may be a group of local employers such as the Cumberland 
Coal Owners’ Association, and sometimes a national body 

* Economic History of the. United Slates, (fourth cd. 102-1), pp. 477-8. 
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sucli as the Association of British Cliemical Mamifacturers or 
the National Federation of Iron and Steel ilanulncturers. 

A Trade Union has been defined by Lord Passfield as 
“ a continuous association of Avage earners for the i)urposc of 
maintaining or improving the conditions of their working Uves. 

Its business is, therefore, the uplifting of the worker, the 
improving of his standard of life, the reducing of the irksome- 
ness of labour, the raising of wage rates, the assisting of the 
worker in times of unemployment and of sickness with friendly 
benefits, the protection of the worker from being unjustly - 
treated, the encouraging and the developing of latent skill, 
the educating of the children of the workers and also of the 
workers themselves. In brief, a Trade Union looks after the 
interests of its members, and makes a point of possessing a 
thorough knowledge of the position and condition of the 
industry by which its members get their daily bread. 

The striidng nature of the real functions and widespread 
infiuenco of a powerful and well-organised British Trade Union 
is clearly reflected in the annual reports of the National 
Union of Eailwaymen. In June 1927, for example, Mr. Cramp, 
the industrial secretary of this great Union, reported that 
during 1926 large sums were paid to members in unemploy- 
ment and part-time employment benefits, and that big grants 
were made out of the Union’s four Benevolent Funds ; (1) 
the Disablement Fund, (2) the Death and Orphans Fund, 
(3) the Accident Fund, (4) the Sick Fund. “ The Union,” 
it is rightly emphasised in this particular annual report, “ has 
a legitimate pride in their Funds.” Out of the Death and 
Orphans Fund, for instance, £43,577 was paid during 1926 in 
weekly allowances to 5,649 children, all of them fatherless 
and some also motherless ; and since 1880 over £559,000 has 
been paid in this way on behalf of over 19,000 children. 
“ The worth of a Union,” Mr. Cramp very cogently states, 
‘‘ must be measured by the figures on the employers’ pay- 
sheets, the lessening of hours, the prevention of accidents, the 
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remedying of wrongs, and the general upliftment of the lives 
of the workers,’' 

The development of Trade Unionism in England during the 
last ivnndicd years is a particularly interesting one. Lord Pass- 
field and Mrs. Sidney Webb, in their History of Trade Unionism, 
have given ns a detailed account of its progress. There is no 
doubt that trade clubs or unions existed in England in the 
eighteenth century and even earlier, and that despite the 
rigorous Combination Laws, wliich were in existence from 1799- 
1825, such clubs continued to flourish. This is proved by 
the references to these institutions in the evidence of various 
witnesses examined by the Royal Commissions and Select 
Committees of the first two decades of the nineteenth century. 

When the Combination Laws were repealed the ivay was 
opened for the development of Trade Unionism, but it was 
not until the middle of the nineteenth century that the modern 
type of Union began to emerge. In 1851 the formation of the 
Amalgamated Society of Engineers gave the movement a 
new impetus, and some twenty years later a great deal of 
good constructive work was done by a central body of 
administrative officials known as the Junta. Tliis body was 
composed of five able men’- who, by their energy and initiative, 
contributed so largely to the placing of the movment on a 
particularly sound foundation. 

Since the eighties of last century there have been some 
strildng developments in British Trade Unionism. The 
movement received a powerful stimulus as a result of the great 
London Dock Strike of 1889, out of which "sprang an 
enthusiasm for Trade Unionism which, it is estimated, increased 
the , total membership by about 200,000 within twelve 
months.’’" Amalgamation and federation have in recent 
years been outstanding features of the movement. The 

_ ’ Wiiiiam Allan, Robert Applegartb, George Odgor, Daniel Guile, and 
Edwin' Conlson. ■ 

’ <T. D, Rees, Social and Industrial History of England (1920), p. 138. 
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'National 'Union of HaiWaymen, iotmed in 1013 out of three . 
unions, is an important example of amalgamation, vrhile 
among the federations the Miners’ Federation, the Building 
Trades Federation, the National Federation of General 
"Workers, the Engineering Trades Federation, and the Trans- 
port "Workers’ Federation are the most powerful. 

The federations ate of various t 5 ^es. The Miners’, for 
instance, is an amalgamation of local "Onions whose members 
are engaged in the coal industry, but the Building Trades 
Federation includes a number of national Unions whose 
members ate engaged in different industries. 

British Trade Unionism has also been unified and 
strengthened by the establishment in 1868 of a central body 
called the Trade Union Congress, which meets annually for 
discussing matters of general policy, and by the General 
Council set up in 1920. The latter body is composed of 
representatives from eighteen federations and amalgamations, 
and in 1924 was given by the Trade Union Congress the power 
to direct trade disputes. 

In addition it must be noted that between 1870 and 1914 
a number of legislative measures contributed towards the 
development of Trade Unionism in Great Britain. The most 
important of these measures are the Trade Union Act of 
1871,^ the Conspiracy and Protection of Property Act of 1875,- 
thc Trade Union Amendment Act of 1876,^ the Trade Unions 
and Trade Disputes Act of 1906,* and the Trade Union Act of 
1913 .!^ 

The Act of 1871 declared that combinations in restraint of 
trade were not illegal. The Conspiracy and Protection of 
Property Act enacted that “ an agreement or combination by 
two or more persons to do or procure to be done any act in 
furtherance of a trade dispute shall not he indictable as a 

> 34 and 35 Viet. c. 31. =3S and 39 Viet. c. SG. 

’ 39 and 40 Viet. c. 22. • 6 Edw. tai., c. 47. 

‘ 2 and 3 Geo. V., o. 30. 
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conspiracy if such act when committed by one person would 
not bo criminally punishable.” 

Tho Act of 1870 defines a Trade Union as “ any combina- 
tion, whether temporary or permanent, for regulating the 
relations between workmen and masters, or between work- 
men and ■workmen, or between masters and masters, or for 
imposing restrictive conditions'on the conduct of any trade or 
business, whctlier such combination would or would not, if the 
principal Act (f.c. tho Act of 1871) had not been passed, have 
been deemed to have been an unlawful combination by reason 
of some one or more of its purposes being in restraint of trade.” 

Tlie Act of 1906 allowed peaceful picketing, stipulated that 
“ any act done in pursuance of an agreement or combination 
by two or more, persons shall, if done in contemplation of a 
trade dispute, not bo actionable unless the act, if done with- 
out any such agreomont or combination, ■would bo actionable,” 
and probibited actions of tort against trade unions. 

Tho Act of 1913 gave a new definition of the term Trade 
Union, and dealt with the use of Union funds. A Trade Union 
is defined in this Act as “ any combination, wbetbor temporary 
Or permanent, the principal objects of which are, under its 
constitution, statutory objects,” which are explained as (1) the 
regulation of trade, and (2) tho provision of benefit for 
members. This Act gave a Union power to use its funds for 
political purposes, and allowed members not willing to 
subscribe to a political levy to “ contract out,” i.e. to inform 
their secretary that they did nob intend being subscribers to 
such a levy. 

It will thus bo seen that these legislative measures placed 
Uritisb Trade Unionism in a very powerful position by 1914, 
for the Acts of 1876 and 1900 had exempted the Unions from 
criminal and civil liability to which the ordinary person is 
subject.^ 

* Chalmera nnd Asouitli, Outlines of Constitnlional Law (third ed., 
1925 ) p. 37 . 
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But though the legislative measures were favourable to the 
development of Unionism two judicial decisions in the early 
years of the present century caused a great deal of anxiety 
among the rapidly increasing members of the British Unions. 
These were the famous decisions in the Tag Vale (1901) and 
Osborne cases (1911). 

The Tag Vale Case was the result of a .strike of the employees 
of the Tag Vale Railway Company, the company being 
awarded £23,000 damages against the Amalgamated Society 
of Railway Servants, which had persuaded the employees to 
strike and thus break their contracts. A higher Court reversed 
this decision, but upon an appeal by the railway company to 
the House of Lords, the ruling of the grst Court was upheld. 
The principles upheld in the Tag Vale judgment were set aside 
by the Act of 1906, which gave the Unions immunity from 
liability for civil wrongs, i.c. torts. 

In the Osborne Case {A7nalgama(cd Society of Railway 
Servants v. Osborne) the House of Lords decided that no Trade 
Union could legally demand from its members contributions 
to funds which were to be used for the purpose of paying 
Parliamentary representatives. This decision was followed 
by a great deal of agitation which ultimately resulted in the 
Act of 1913, which authorised the political levy. 

Finally we must discuss the most recent legislative measure 
relating to British Trade Unionism, the Trade Disputes and 
Trade Unions Act of 1927 a measure which was the outcome 
of the general strike of 1926. 

Section 1 of this Act declares n strike illegal if it has any 
object other than or in addition to the furtherance of a trade 
dispute within the trade or industry, in which the strikers 
ate engaged ; and if it is designed or calculated to coerce the 
Government either directly or by inflicting hardship upon the 
community. An illegal lock-out is defined in similar terms. 
Section 2 provides that no person refusing to take part in an 
* 17 and IS Geo. V., c. 22. 
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illcpl Strike shall be subject to expulsion (tom any Trade 
Union or Society, or to any fine or penalty, or liable to be 
placed at any disadvantage as compared with other members 
of the Union or Society. Section 3 declare.? it to be unlawful 
for one or more persons to attend at or near a house or place 
where a person reside.? or ivotks for the purpo.se of intimidating 
any person in that house or place. Section i provides that it 
shall not be lawful to require any member of a Trade Union 
to make anj* contribution to the political fund of a Union 
unless he has given notice, in a prescribed form, of his willing- 
ness to contribute tliercto, i.c. unless ho has “contracted in.” 
One of the remaining Sections of the Act define.? a strike ns 
the cessation of work by a body of persons employed in any 
trade or industry acting in combination or a concerted refusal, 
or a refusal under a common understanding of any number of 
persons who are, or have been, so employed, to continue to 
work or to accept employment.” A lock-out is defined in the 
same section as “ the closing of a place of employment or the 
suspension of work, or the refusal by an employer to continue 
to employ any number of persons employed by him in con- 
sequence of a dispute, done with a view to compelling those 
persons, or to aid another employer in compelling persona 
employed by him to accept terms or conditions of or affecting 
employment.” 


SIBtMAUy OF CHATTER VH. 

The Organisation of Industry. — ^Businesses may bo classified into — 

(1) Tiie small Boeie business. 

(2) Tho public concern Avhioli may be — 

(а) A national business controlled directly by tlie Government. 

(б) A national business controlled by on officially appointed 

body. 

(c) A local undortaljing controlled by a local authority. 

(d) A local ' iindertaliing managed by a specially appointed 

authority. 
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(c) A company formed under the Budding Societies Acts or under 
the Industrial and Provident Societies Acts. 

(3) The joint stock company. 


The Advantages and Disadvantages of Rationalisation. — A business 
" organised on a small scale (the private firm), or on a large scale 
•with a great number of shareholders. 

The large scale firm is able to effect greater economies of labour, of 
ma em , and of power than the small firm. It has more scope for the 
instruments, and for the development of by-products, 
^ a 1 IS a e to devote much more money to advertising and research 


have resulted in bigger amalgamations, or, in other 

wo^. m a greater rationalisation of industry. 

greater is the concentration of 
over capital^ equipped -worts, and the greater is the command 

certain disadvantages of rationalisation. The size of 

hivhest handicap, the personal touch between the 

invest and the lowest workers may be lost. 

f ^‘g combines in America have resulted in the 

Clayton lepslativo measures such as the Sherman and 


m^o*o^Si^T^n various classifications of 

monopoUcs. Taussig divides them into— 

and conCTW}!? ' depend on legal protection, such as p.atcnts 

and copyrights, or on the control of natural resources. 

trLs subdivided into — (a) public scrrico indos- 

aml’nXdcT.nro in which 

influence prices' ® combmes which arc powerful enough to 

follows : ^ialiuguishes three main classes of monopolies as 
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Amalgamations of similar industries, such as the Imperial Tobacco 
Company, are termed “ horizontal ” ; and amalgamations of different 
industries, such as Dorman, Long & Co., are termed “ vertical." 

Maorosty defines a trust as ” originally a combination of a number of 
companies through a board of trustees to whom the shareholders 
assigned their shares in exchange for trust eortifioates.” But the term 
“ trust ” is now applied to any big combine. 

Bomis of Industrial Amalgamation. — ^The forms of industrial com- 
bination vary from the price association to the big amalgamation. The 
following are interesting types : — 

(1) The Sales Association. 

(2) The German Kartel. 

(3) The Canadian Wheat Pool. 

In British industry rationalisation has made great strides in recent 
years. Note, for example, the “ Big Six ” bank amalgamations, the 
" Big Pour ” railway groups, and the " Big One ” in the chemical 
industry. 

But the great land of big industrial combinations is America. 

Employers Associations. — Though primarily concerned with the 
interests of the owners these bodies devote their attention to a trade 
as a whole. They are of two kinds, local and national. 

Trade Unions. — ^The functions of a Trade Union may be summarised 
ss follows : — 

(1) The improving of the worker’s standard of life. 

(2) The reducing of the irksomeness of labour. 

(3) The raising of wage rates. 

(d) The assisting of the worker in times of unemployment and of 
sickness. 

(5) The protection of tbe worker from being unjustly treated. 

(6) The encouraging and the developing of latent skill. 

(I) The educating of tho workers and their children. 

(B) Tho studying of the condition of tho industry by which its members 
get their daily bread. 

The repeal of tho Combination Laws in 1825 prepared the way for the 
development of Trade Unionism in Great Britain. In 1851 the cstaousn- 
ment of tlio Amalgamated Society of Engineers resulted in the 
of better organised Unions, and tho work of tho famous • on i 
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sc'VfntiM o{ Inst crntury hud lar-ts-schiiiK n'sultji. Tiitf ® 

Trade Unionista rapidly increased after the Ixmdon Dock Strito et le-'- • 
In recent yeans ninalsatnation and federation liavf lieen ovstsianding 
featnres. 

BritLsli Trade Unionism has Ix-en atrengtliened by l!ie establishment 
of tlie Trade Union Conga’sa and the Trade Union flcneral Conneil, 
while certain changes in tiio ln»' between 1870 and 1014 were faTonrsblo 
to it« dcrclopmcnt. T!\e law, however, has reeenUy been moiiiGed by 
the Trade Disputes and Trade Unions Act of 1927. 
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“Tiie development ol OMoemUon menna rather that a new 
way of organising is being tried tl\an that competition is being 
abandonc<l," — D. H. Itncgrcgor, The Evnhtllon of Industry. 

The aTnnlgamntioii of industries which wo have just dis- 
cussed must bo carefully distinguished from what is tcrined 
co-oporation in industry. The term co-operation may be 
Applied to the co-ordinating by n manager of diflercnt types 
u£ Workers for productive purposes, which, ns we liavc seen, 
is the dividing of the required labour among the vnriou.s 
classes of wage earners employed in an industry, or in other 
words, the combining of the diflercnt liuman factors needed 
£or the production of a commodity. 

Put when we speak of “ the co-operative movement ” we 
urc referring to a form of co-operation of a different nature, 
and of which there are different varieties. A number of 
Workers may, on their own initintivc, co-operate in order to 
produce commodities, thus dispensing vrith the big employer 
cr organiser ; a number of tradesmen may co-operate for 
granting one another credit; a number of farmers may 
co-operate in order to strengthen their methods of marketing 
their produce or to improve their methods of cultivation ; or n 
number of consumers may, in order to eliminate the profits 
of middlemen, co-operate for retail trading. 

Uf these latter kinds, co-operation in agriculture has not 
made much headway in a country of big landlords and com- 
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and co-operative stores quickly sprang up in all parts of tke 
country. 

There are, of course, a number of other causes which greatly 
assisted the development of the consumers’ co-operative 
movement in Great Britain. The general improvement after 
1850 in the condition of British wage earners gave it a great 
impetus. Between 1850 and 1870 the new railway system 
rapidly developed a national market, while British overseas 
trade was in a particularly prosperous condition. It was 
during these two decades — decades which Dr. Knowles has 
termed “ the Good Years — that the movement made very 
big strides under the guidance of middle-class wage earners of 
considerable ability and initiative. 

k consumers’ co-operative society was originally composed 
of members who eliminated the middleman by functioning as 
traders, selling at less than ordinary retail prices, and, after 
retaining a portion of the profits for the future needs of the 
business, sharing the remainder among themselves in 
accordance with the amount of their respective purchases. 
This, in essence, is still the function of such societies. But 
during “ the Good Years ” the movement developed a pro- 
ductive side. Wholesale societies were established for 
providing the retail stores with supplies on the same principle 
as the stores cater for their own members. In 1864 the 
English Co-operative YTiolesale Society was established, and 
in 1868 the Scottish Co-operative Wholesale Society. These 
wholesale societies are really big producing companies posses- 
sing vast reserves, enormous factories, and wide sources of 
supply such as tea, cocoa, and sugar plantations. Their 
“members” are the various retail societies who share the 
profits of the wholesale society in the same way as their own 
members share their profits. 

The consumers’ co-operative movement has thus developed 

r Jadurtria! onii C!>mmr.rcinl R<rofii(ion< tn Great Britain during tht 
XinctctrJh Century^ (third cd., 1924), p. 111. * 
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big organisations of producers. There were in Great Britain 
in 1931 three wholesale and 1,188 retail co-operative societies, 
the latter possessing over six million members and a share and 
loan capital of over £142,000,000, and with their sales for the 
year amounting to £207,000,000 and their net surplus to 
£26,000,000. The average sales total of the retail societies 
for the five years 1927-31 amounted to over £210,000,000, and 
the average net surplus to over £25,000,000. 

These figures show the extraordinary growth of the con- 
sumers’ co-operative movement in Great Britain. But though 
the societies are of a capitalistic nature, and are now concerned 
with the production as well as the distribution of commodities, 
there are, however, certain limitations which make them a 
great deal different to the ordinary joint-stock company. In 
the co-operative society the profits are, as wc have seen, 
shared in accordance with the amount of a member’s purchases 
and not according to the amount of the shares held. In the 
co-operative society, also, the shares allowed to a co-operator 
are limited in number, and in shareholders’ meetings each 
co-operator is allowed one vote only. 

In the co-operative store prices are usually the prevailing 
market price, though occasionally the store price exceeds 
the market price in order to increase the diiddends of the 
society. An expert witness told the British Food Brices 
Commission in 1925 that during the period of food control 
the co-operative societies were no gain to the working classes 
and no help in reducing prices. “ They have,” stated this 
witness, " a certain price for each and every article, which is 
as much as anywhere else in the town. If a customer thinks 
it is more than he should pay he is told that he will get it 
hack in dividends. When co-operative societies started they 
served a good purpose. They sold goods at practically cost 
price, and not only reduced goods to their own customers 
but other trades had to come into line. Now the idea is to 
pay a big dividend which puts all competition on one side.” 





B«t tliongh the co-operative inoveniunt. ina_v nofc bo a factor 
in price reduction there is no donbt that it has given many 
wage earners a great deal of experience in organisation, 'riic 
movement has also caused the demand for certain commodities 
to be far more regular, and tins has resulted in a great reduction 
of waste ; it has been a l)ig stimulus to thrift, for ns Professor 
Taussig has remarked, “ the stores not only make savings, they 
act also as savings banks.”* In addition, great sums out of 
the profits have been devoted to educational projects, and the 
wholesale societies possess both banking and insurance 
departments. 

Despite, however, most elaborate and detailed organisation, 
industry suffers from fluctuations, from cvcr-recurring periods 
of depression and serious unemployment. Business fluctua- 
tions are of various kinds. There may bo monthly or even 
weekly variations, or there may be lengthy periods of 
prosperity followed by lengthy periods of depression. 
Fluctuations may occur very irregularly or fairly regularly in 
what are called “ cycles.” Sometimes trade depressions are 
so serious as to be termed commercial “ crises.” 

• theories have been advanced with reference to 

industrial fluctuations. The causes of a seasonal fluctuation 
in a specific industry such as the British coal trade experiences 
in the summer months, are, of course, evident. But the causes 
of the more widespread depression which covers many indus- 
tees and which, during the nineteenth centurj’’, occurred at 
fairly regular intervals— the so-called trade " cycle ’’—are far 
from clear. Trade depressions may be due to an excessive 
expansion of output, to changes in the minds of business 
men, or to special ^sturbing factors such as war or bad 
harvests. 

Much has been written by economists with reference to 
these periods of “ boom ” and of ” slump.” Professor Pigou, 
tor example, emphasises as one of the causes of trade fluctua- 
* Principles of Bconomics, Vol. II., p. 375. 
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fcioRs, the changes in the minds of business men.^ what he 
refers to as the swinging of business judgment “ unduly 
towards optimism or towards pessimism.”® This is the 
“ psychological cause ” of industrial fluctuations, and its 
importance is obvious when we consider the interdependence 
of trades and how quicldy either pessimism or optimism can 
spread industrially. For as Mr, Henderson puts it, " a 
sympathy, subtle and intense, unites the business world, and 
a wave of depression or animation arising in any quarter may 
spread itself far and ivide, heightened by the gusts of human 
hope and fear, and continue long after its influence is spent.”® 

Mr. Hawtrey, however, declares that the trade cycle is 
essentially " a monetary phenomenon,” resulting from a 
contraction of what he terms “consumers’ outlay” accom- 
panied by reduced production.^ 

But whatever the real causes may be, trade depression 
results in serious unemployment. The depression, for instance, 
in British trade during recent years is reflected in the startling 
unemployment figures. The total number of insured persons 
registered as “ wholly unemployed ” at Employment Exchanges 
in Great Britain and Northern Ireland on April 24, 1933, 
o.xceeded 2,000,000. 

In considering the problem of unemployment it will be 
observed that the figures vary considerably in different areas 
of a country and in different trades. In the British agricul- 
tural industry, for instance, there was no unemployment 
during the year 1927, whereas in the British pig iron, iron 
and steel, and tinplate trades, out of a total of 442 furnaces 
the number in blast at the end of July 1927 was only 174, 
figures which are striking evidence of a great deal of unem- 
ployment at this time in one or more of these particular trades. 


* Unemphyment {1913), Chap. 
(1927), Bt. L, Chap. V 


VIII.; and Industrial Fluctuations 


Industrial Fluctuations, p. 61. “ Supply and Demand (1922), p. 25. 
* Quarterly Journal of Economics," May 1927, p. 474. , 

G.E. 6 
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Thc?e appalling British filatistic? relating to uucmjiloymonfc 
are, of course, to a large extent the disastrous result of the war. 
But tliough recent trade dislocation may be regarded as the 
product of the war, it must be rcmcmV)crcd that the war has 
really only aggravated and not created the problem of 
vmcmployinent. What then, apart from the industrial 
dislocation caused by war, arc the causes of nnemploynienfc? 

Professor Pigou states that “ unemplojnncnt is wholly 
caused V>y the maladjustment between wage-rates and 
demand.”^ Ho thinks that wage-rates arc inclined to be too 
rigid or, in other words, that they do not change often enough 
in accordance with the state of industry. If the demand for 
a commodity declines over a lengthy period, then the 
proprietors of the firms which supply tliis commodity’ cannot- 
possibly pay their employees the old wage-rate, therefore the 
rate must either come down or a number of workers must be 
dispensed u-itli. 

On the other hand, Mr. .1. M. Keynes suggests that 
unemployment is in part a problem of population, and ho 
emphasises the fact that each year the young men ready to 
start their working life greatly exceed in number the old 
men leaving industry.* This brings us to the problems con- 
nected with the re-distribution of man-power, the problems 
of imigration and emigration, and of internal movements of 
population, which, so fat ns Great Britain is concerned, are 
to a great extent problems of Empire Settlement. Hence the 
passing of the British Empire Settlement Act in 1922 under 
which the Secretary of State for Dominion Affairs and for the 
Colonies can co-operate with the Government of any part of 
the Dominions, or with any public authorities or private 
organisations, for the purpose of carrying out schemes of 
Empire settlement. A special department in Whitehall, the 
Overseas Settlement Department, administers this Act. The 
financial contributions of the British Government to such 
» Unemployment, p. 81. ' The Times, February, 16th 1923. 
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schemes mnsb not exceed a total of £3,000,000 in any one year, 
all schemes being subject to the approval of the British 
Treasury. 

A reduction of unemployment in a manufacturing country 
like Britain depends on increased orders for British goods, 
which, of course, can only be obtained when the prices of 
British goods compare favourably with the current prices in 
competing countries. The decline of exports, chiefly as a 
result of world-wide depression, and the consequent efieot of 
this on the great industries associated with the export trade, 
such as the coal, engineering, shipbuilding, iron and steel, 
cotton and woollen industries, together with the heavy 
taxation which British industry has to bear, are two of the chief 
causes of the present very high British unemployment figures. 

In attempting to analyse the problem of unemployment 
there are, however, several other factors to be considered. 
Thus, for example, seasonal and cyclical fluctuations in trade 
result in a surplus of labour, while a deficient industrial 
training of juveniles leads to a serious overcrowding among 
the ranks of the unskilled, or semi-skilled, workers. The 
invention of new machinery which dispenses with labour 
produces short- 2 )eriod unemployment, but in the long run, as 
production increases, new mechanical inventions decrease 
the volume of unemployment.^ 

It follows, therefore, that some of the remedies for the 
disease of unemployment are ; greater and cheaper production, 
a lessening of the burden of taxation, a better distribution of 
man-power, a better industrial training of juveniles, and a 
closer and more harmonious co-operation between labour and 
capital. Unemployment naturally leads to a great deal of 
social discontent, and it is of the utmost importance that every 
effort should be made to lessen the trials of the unemployed 
and to preserve industrial peace. Thus we find many countries 

* AnotUor important oanso of unemployment — deflation — is examined 
in Chap. XVI., infra. 
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possessing special systems of social insurance, systems vrhicli 
have been greatly developed in recent years. 

Germany was the first country to inaugurate the policy of 
compulsory state insurance for working men. This out- 
standing event in the history of social reform took place in 
1883 during the remarkable period of industrial and com- 
mercial expansion which Germany experienced after the 
Franco-Pmssian War, a great transition period in German 
industrial histor}- which was, as in England several decades 
earlier, accompanied by a great deal of social unrest. The 
first German insurance measures were the Sickness and 
Insurance Bill, which became law in 1883; the Accident 
Insurance Bill, which was adopted by the Reichstag in 1881 ; 
and the Old Age and Invalidity BiU passed in 1889. “ The 
whole matter,” said Bismarck in supporting the second of 
these historic bills, “ centres in the question. Is it the duty 
of the State, or is it not, to provide for its helpless citizens 1 ” 
“ I maintain,” he added, “ that it is the duty not only of the 
‘ Christian State,’ as I ventured once to call it when speaking 
of practical Christianity, but of every state.’’^ 

From these beginnings the system of social insurance was 
not only rapidly developed in Germany but was also adopted 
by other countries. France, Austria, Belgium, Holland, 
Italy, Norway, Sweden, Denmark, Switzerland, the United 
States, Australia, New Zealand, and Great Britain now all 
possess well-developed systems of social insurance. 

For lessening the trials of the unemployed a system of 
unemployment insurance has emerged, and in this develop- 
ment Great Britain led the world. Unemployment insurance 
was first introduced as an experiment confined to a specified 
number of trades, under the British National Insurance Act 
of 1911, since which date the British Government has rapidly 
developed it by a series of further legislative measures, the 

* Qnoted in Ogg and Sharp, Economic Development of Modem Europe 
(revised ed., 1926), p. 
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most importaiit of which is the Act of 1 020, This Act extended 
the scheme to nil persons of lim nge of 16 and upwards who are 
employed under n contract of service or apprenticeship, and all 
non-manunl worker.? receiving lesstlmn £250 peraJinum, except 
persons in certain exempted employments such ns agricultural 
worker.?, domestic .servant.?, .state and municipal employees, 
and mo.st railway worker.?. When thus enlarged the scheme 
applied to a total of nearly 12,000,000 wage-earner.? ; in the 
first instance in 1011 it applied to about 2,100,000. 

Several chatigc.s have been made since 1920 in the working 
of the British By.stcm of unemplojunent insurance. Originally 
there wore invariably three contrihutor.s, the employee, the 
employer, and the State, and unless the wage-earner regularly 
paid his contributions ho became ineligible for any benefits 
when unemployed . Mote recent legislation has introduced the 
payment of what is termed "transitional lionofit,” which 
means that the registered worker may receive, after undergoing 
a ‘'means test,” a certain amount of unemployment “pay” 
when the " payments ” he is entitled to have ODcled. TJie scheme 
has undoubtedly been the chief means of alleviating the great 
social distress which has accompanied a volume of unemploy- 
ment unprecedented in the history of the British nation.^ 

Unemployment insurance is, therefore, a powerful agent for 
promoting industrial peace. But in modern communities 
there are various other methods which conduce towards 
harmony in industry. The first essential of peace is the 
raising of the worker’s standard of living by improving Ids 
welfare, by reducing the irksomeness of his labour, by making 
his surroundings more pleasant, by brightening his leisure 
hours, by increasing his educational facilities. Most employers 
uow fully realise the paramount importance of increasing the 
happiness of the worker, and many big firms make a special 
feature of their educational and welfare schemes. 

‘’rho scope of the In.surnnco Acts has been gradanlly extended in 
recent years. 
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The payment of the highest possible wage that the industry 
can bear is another important factor. This not only stimulates 
the rvorker but also unites employer and employee more closely, 
an alliance wbich is made still closer by allocating a share of 
the profits to the vrage earners. Then there are various 
systems of sliding scales, in which wages maj' vary with the ’ 
marlcet price of the commodity produced ; special piece rates 
and minimnm rates under which the earnings are not allowed 
to fall ; and various types of gain-sharing, such as bonuses 
on output or for economising materials, which must be 
distinguished from the actual sharing of profits In fact, 
the term gain-sharing is also applied to the benefits that 
the workers derive from the various welfare schemes. 

Profit-.sharing is now a feature of many industries, but the 
method employed varies considerably. Sometimes half the 
profits of a business are set aside for distribution among the 
workers ; sometimes a quarter ; and sometimes a definite sum 
is allotted out of the profits to the employers and the remainder 
divided between the employers and the workers. 

An interesting example of profit-sbaring is that recently 
introduced by Messrs. Rowntree. In this scheme, after the 
ordinary wages have been paid to all types of workers, a fixed 
share of per cent, goes to capital (i.c. the shareholders), and 
any surplus in certain agreed proportions. Before, however, 
the surplus is divided, 10 per cent, of it is set aside and added 
to the reserve. The remainder is then divided between 
labour, management, and capital, in the proportions of 50, 
10, and 40 per cent, respectively. Thus the workers receive 
their normal wages plus 50 per cent, of any ultimate surplus, 
and the 50 per cent, is divided as an equal percentage on the 
actual earnings. Each worker’s share of the surplus is paid 
into a bank from which it can be withdrawn, if the worker so 
desires, in cash. 

In the preceding scheme the worker can receive his share of 
the profits in actual cash, and this is the usual method in 
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profit-sliaiLag scliemes. In addition, however, in Messrs. 
Eowntree’s scheme, power is given to the directors to pay the 
worker his portion of the profits in shares. When tliis is done, 
of course, the worker becomes a shareholder or co-partner in 
the business, and the scheme then becomes a co-partnership 
one, a form of industrial co-operation which we have already 
examined. 

Finally, in connection with the promotion of industrial 
peace we must consider the influence of conciliation and 
arbitration. A board of conciliation is made up of repre- 
sentatives of the employers and of the employees who meet 
m order to endeavour to settle any disputes in the trade with 
which they are concerned. In arbitration the dispute is re- 
ferred to a third party, either a single arbitrator or a body of 
arbitrators. But even arbitration has not succeeded in 
abolishing strikes. Its disadvantages are obvious. There 
IS, for instance, the great difficulty of securing an efficient 
chairman to preside impartially over a board of arbitration. 
Another difficulty is the enforcing of a decision against the 
Wishes of a large number of workers. A guarantee to accept 
the decision of a board of arbitrators must necessarily be given 
. by a few workers’ delegates, and this guarantee might not be 
accepted by the main body. 

Compulsory arbitration has been introduced in New Zealand 
and Australia, but in Great Britain both these methods of 
promoting industrial peace have, except during the war 
period, been entirely voluntary. There are, however, two 
British legislative measures appertaining to conciliation and 
arbitration, the Conciliation Act of 189(5^ and the Industrial 
Courts Act of 1919,* but both arc based on the voluntary 
principle. Under the former Act the Board of Trade has 
power to set up an industrial board of conciliation upon receipt 
of a request for such from both employers and employees. 
The latter Act requires the Minister of Labour before referring 
’ 50 and CO Viot. e. 30. - 9 and 10 Geo. V., o. 09. 
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a dispute, ivilh the consent of both partio-s, to the nrhitration 
of the Industrial Court,’ to satisfy himself that nil methods of 
conciliation within the industrj' coiicomod have failed. This 
Act also empowers the Jlinistcr of Lahont to set up a special 
court of eiupiiry to examine the facta of any dl-pute and to 
report. Numerous small dis)mt''S arc dealt with annually by 
concili.ition or arhitration. In lO.'ll, for e.taniple, 00 di.sjmtes 
wore settled under the Conciliation Act of 1800 and the 
Industrial Courts Act of 1000, and 13 bj‘ siupk' arbitrators or 
hoards of arhitration appointed fiy the Minister of Labour. 

The Industrial Court must be carefully distinguished from 
another British institution, the Joint Industrial Council. 
During 1910-18 a special committee— the well-known Wliitlcy 
Committee — set up by the British Government proposed 
the establishment of Joint Industrial Councils, in individual 
industries, compo.sed of reprcsontativc.s of the employers and 
of the wage earners, who were to meet frequently for the con- 
sideration of such important topics ns ; the methods of fixing, 
paying, and rc-adjnsting wages ; the education of the workers ; 
tlio utilisation of the inventions of the workers ; industrial rc- 
Bcarcli ; the means of enabling the workers to benefit when the 
industry is experiencing a period of prosperity. The 'Whitley 
Committee also proposed the establishment of District Coun- 
cils, and Workshop Committees, the latter to be set up in single 
firms. A number of sueb councils and committoos have 
been set up. Before 1923 the Workshop Committees numbered 
over 1,000, and there is no doubt that good work has been 
done by some of these committees in promoting industrial 
peace. 

But despite these various methods of arbitration and 
conciliation strikes and lock-outs still occur with serious 
eSects. During 192G, for example, the number of disputes 

' Tlio Industrial Court is a standing court appointed by the Minuter 
of Labour. It is composed of independent persons, representatives of 
employers, and representatives of employees. > 
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involving stoppages of work in Great Britain and Northern 
Ireland reached a total of 320, a total which includes the 
most disastrous strike in the history of British industry — the 
general strike of May 1926, which involved more than 1,500,000 
workers. It must be noted, however, that most of these 
strikes concerned only a small number of workers, and that 
though the actual number of strikes was the lowest since 
the year 1887, prior to which date no official statistics .were 
collected, the total number of persons involved was far 
more numerous, and the total loss of time was far greater 
than in any of the preceding years. The 320 strikes during 
the year 1926 were ended in five ways : by direct negotiations 
between the parties or their representatives ; by conciliation ; 
by arbitration ; by return to work on the employer’s terms 
without negotiation ; by the replacement of workers. 

Among the causes of these strikes were wage questions, 
hours of labour and working arrangements, rules and dis- 
cipline, By far the most important causes were the disputes 
about wages. This brings us to the great problem of the 
remuneration of the human factors engaged in industry, the 
problem of the sharing of income among the wage-earners 
and capitalists, which we must next examine. 


SUMJIARY OF CHAPTER VHI. 

,The Co-operative Movement. — The amalgamation of industries must 
ho distinguished from the co-operative movement of which there are 
eertain outstanding types such as — 

(1) Producers’ co-operation. 

(2) Credit co-operation. 

(3) Agricultural co-operation. 

(4) Consumers’ co-operation. 

Producers’ co-operation has not made much headway, hut labour 
eO'partncrship, under which the wage camera acquire part ownership 
of the industry in which they are engaged, has made progress. 
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Credit co-operation has been well organised in Germany under the 
title of SchnUe-Delitzsch and Eaiffeiscn Societies. 

Agiicnltural co-operation has met with, much success in Dennjarh, 
Germany, and the Irish Free State, but not in Great Britain. 

Consumers’ or distributive co-operation has made remarkable progress 
in Great Britain. Tliis is due to — 

(1) The lack of organisation among the small retail shops. 

(2) The general improvement since 1850 of the British wage-earaers 
standard of living. 

Each consumers’ co-operative society shares its profits among its 
members. ^ 

During the “ Good Years ” (1850-1870) the British consumers 
co-operative movement developed a productive side. In 18C4 the 
English Co-operative Wholesale Society was established, and in 1S6!> 
the Scottish Co-operative Wholesale Society. These are now hig 
producing companies possessing enormous factories, and wide sources of 
supply. 

The consumers’ eo-operativo societies have given the wage-earners a 
great deal of organising experience, while the establishment of such a 
large number of these societies in Great Britain has not only resulted in 
steadying the demand for certain commodities but also in a great 
reduction of waste. The movement has stimulated thrift, and large 
sums have been paid out of the profits for educational purposes. 

Industrial Fluctuations and Unemployment. — ^Thc elaborate organisa- 
tion of industry docs not, however, prevent the recurrence of periods of 
depression and unemployment. 

Trade fluctuations may occur fairly regularly in what are termed 
“ trade cycles.” 

Among tliC causes of trade dcprc-ssion arc war, bad harvests, and 
changes in the minds of business men. 

Trade depressions aggravote the problem of unemployment. Pigou 
states that “ unemployment is wholly caused hy the makadjustmont 
between wage-rates and demand.” Kejmes suggests that unemploy- 
ment is in part a problem of jmpulalion. A decrease in exports, and 
heavy taxation are two of tho causes of the present high British un- 
employment figures. A deficient training of juveniles lends to over- 
crowding .among the ranks of the unskilled. The invention of labour- 
taring machinery protlcce.s temporary unemployment. 

Among the rcmedii's of nnemploymont are ; increased production, a 
better distribution of man power, n lessening of tho burden of taxation, 
and a more harmonious co ojK-ration lietwcen capital and labour. 
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many distress among the wage-oarners 

many countries now possess systems of social insurance. 

anw inaugurate compulsory State insur- 

> rst measure being the Sickness and Insurance Act of 1883, 

insumfce^^'m?^ first country to introduce unemployment 

and fhn under the National Insurance Act of 1911, 

Insurancff Aot^ greatly extended under several Unemployment 

innovation important. A recent 

® ?‘^y“t«“t of “transitional benefit,” which means that 
certain “ rcorker may receive, after undergoing a “ means test,” a 

ontitTd rCe ena^ 


Industrial Peace. — ^The chief methods of promoting industrial peace 
may be summarised as foUows :— 

(1) Unemployment Insurance. 

(2) Hie raising of the workers’ standard of living. 

(3) The payment of the highest possible wage that the industry 

can hear. 


(4) Sliding scales. 

(5) Gain-sharing. 

(6) Profit-sharing. 

(7) Labour co-partnersuip. 

(8) Conciliation and arbitration. 


of and arbitration are important factors in the preservation 

of "I'l peace. A hoard of conciliation is made up of representatives 

, ® employers and of the employees. In arbitration the dispute is 
in ^ third party. Compulsoiy arbitration bos been introduced 

Th Australia. 

I . a™ t'wo British legislative measures appertaining to conciliation 
■ch are based on voluntary principles. They are — 

(1) The Conciliation Act of 189G. 

(2) The Industrial Courts Act of 1919. 

The Industrial Court, which is a court of arbitration, must be dis- 
the Joint Industrial Council of an individual industry, 
'cn IS composed of representatives of the employers and the wage 
nicrs, and which meets for the purpose of discussing the problems of 
1® concerned, suoU as the ic-adjustment of ivagcs, or the 

. ucation of the employees. 
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Wng ca are pa id becavise work, is done. Xiw jrnlno ot-tlio 
ie.oLtiic_pidtluci,.and the value of 
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lyhat ^ profit ? At first sight this is n very simple 
question, which any small grocer can answer : it is the excess 
of Eclimg price over cost price. But this simplicity is more 
apparent than real, for the exact determination of the specific 
income called profit ’ is, none the less, one of the most difiicult 
ana stiU one of the most discussed questions in economic 
science. — Gidc, Principles of Political h'conomy. 


The sharing or apportioning of income among workers and 
property owners is called by economists the distribution of 
wealth, and the income is, as we have seen, classified into 
wages, profits, rent, and interest. There is, of course, another 
meaning to the term ^stribution— the ordinary one. When 
we speak of the distribution of merchandise or newspapers 
we mean the forwarding of these commodities to widely 
scattered buyers, or, in other words, the passing of goods 
through the hands of wholesale and retail traders until they 
ultimately reach, the consumer. 

The term dirtribution was not applied to a department of 
econoimca until the early years of the nineteenth century 
when Boileau wrote his Introduction to the Study of Political 
conomy. This treatise examines the manner in irhich 


cntUlS'^^af NnW ■ « divided into four " books ” 

of the wiVtwV V r ; (2) Increase 

‘'P D^Wbntion of the Wealth of 
ixations , (4) Consumption of the Wealth of Nations. 
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■ the Wealth of Nations is produced increased, distributed, and 
consumed,” and the third part is entitled, “ Of the Distribution 
of the Wealth of Nations.” 

The earlier economists, as already stated, recognised only 
three income shares : wages, profits, rent. Adam Smith, for 
example, regarded income as divisible into what he terras the 
“ wages of labour,” the “ profits of stock,” and the ” rent of 
land ” ; i and this classification was adopted by Ricardo. 
They applied the term wages to the earnings of labour in the 
narrower sense, that is, to the earnings of manual labour, 
and it was not until John Stuart Mill introduced the phrase 
‘wages of superintendence”' that the term labour received 
Its broader meaning. The French economists, the Physio- 
crats, of the latter half of the eighteenth century, took for 
granted that the earnings of labour, in the narrower sense, 
always tended to be equivalent to an amount which just 
reached the bare means of living. If wages rose above this 
level, they said the population would increase until the 
increased supply of labour made the rate of wages fall again 
to the subsistence level. 

This is the subsistence theory of wages, or, as it is sometimes 
termed, the iron or brazen law of wages. Even Ricardo 
thought that the supply of labourers was determined by a 
fixed and low standard of living, and that the labourers 
received in the long run the wages which such a low standard 
called for. Bnt with the raising of the standard of living the 
subsistence theory gave way to what was known as the wages 
fund theory, which was a particularly popular one in the forties 
and fifties of the nineteenth century. This theory took for 
granted that there was a fixed “ fund ” of capital out of which 
rrages were paid, and that any increase in the number of 
labourers would result in a decrease of tbeir share of the fund. 

i' 

* 1! ealth of Nations (Everyman’s Library cd.), Vol. I., Chapa. VIII., 
rA., XI. 

* Principles of Political Economy, Vol. I., p. 497. 



9i 


•niK INCOME SltAIlE^;. 


Both Jnmrs and John Psuart Mii! vm exponents of the 
wages fund theory, though the latter ultimately renounced 
it. “ U nivcrsally, then, we may nflim, other tilings remaining 
the same," writes James Mill in explaining this doctrine. 
“ that, if the ratio which capital and population bear to one 
another remains the same, wages will remain the same : if 
the ratio which capital bears to population ineronses, wages 
will rise.’’* 

By this James Jlill meant that there was in a country at 
a certain time a definite amount of capital set apart for the 
pavTTient of wages. Therefore, the amount received by each 
worker is determined by the number of the. workers that is 
to say, wages depend on tlie ratio e.xisling between (ho number 
of the workers and the wages fund. 

It is, of course, true tlial if the supply of labour in a certain 
trade exceeds the demand the wages in that trade will tend to 
fall, but it docs not neccssarih’ follow that the more capital 
there is in a trade the higher wage."! will bo. There is no special 
fixed “ fund ” predestined or deliberately set aside for the 
payment of wages. 

Walker, the well-known jinicriciin economist, was pethnjis 
the greatest antagonist of the wages fund theory, though it 
had previously been attacked by several imjiortant British 
economists such as Ricliard .Jones," Cliflo Leslie,® and 
Thornton.* Walker emphatically rejected it, and in 18S3 lie 
introduced what is called the “residual claimant” theory of 
wages, in which he states that the worker’s share of income 
is what remains after the recipients of rent, interest, and 

* ElemonU of PoUfical JSconoini/t p. 2S, , 

•Ricliard Jones (1700-1835) n*as Professor of Political Economy in 
King’s College* London, from 1833-33 ; in 183x3 ho became ProfcFsor of 
Political Economy at Hnilcybury College. 

^Thomas Edward Cliffo Leslie (1S27 7-S2) was Professor of Political 
Economy at Queen’s College, Belfast, from 1833 to 18S2. 

'* William Thomas Thornton, C.B. (1813-SO) ^vas Secretary of Public 
Works in the India Office from 183S to 1S73. 
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profits have received their shares, that is, that the workers 
obtain the residual share. “ These three shares,” he tells us,^ 

being cut ofi the product of industry, the whole remaining 
body of wealth, daily or annually created, is the property of 
the labouring class ; their wages, or the remuneration of their 
services.” 

But this theory — though not under the name that Walker 
gave it — had been enunciated by Jevons some four years 
earlier. “ The wages of a working man,” states Jevons,® “ are 
ultimately coincident with what he produces after the deduc- 
tions of rent, taxes, and the interest on capital.” Sidgwiok, 
also, a little later, was an exponent of this theory. “ The 
remuneration of labour,” he writes,® “ may be regarded as the 
share of produce that remains after paying for the use of 
capital and land.” 

. In recent years economists have attempted to obtain 
greater precision in a theory of wages. The latest theories 
advocated are based on the actual output of the wage earners. 
These are the so-called “ productivity ” theories, one of which 
was first suggested by a German, von ThUnen,^ who stated 
that Wages tend to equal the extra produce raised by the last 
worker taken on by the employer. By the last worker he 
meant the “ marginal ” worker, the worker who is just ou the 
point of not being employed. 

In order to get at the basis of this particular theory it must, 
cf course, be assumed that the workers ate men of normal 
oEScienoy and employed under normal conditions. Why, let 
Us say, does an employer employ 99 men and not 98 1 Because 

just pays him to make use of the services of the ninety- 
ninth or marginal man ; the engaging of the hundredth worker 
Would mean a loss ; the services of the hundredth worker 

» Economy, pp. 250-1. 

„ ? Theory of Political Economy, p. 292. 

Prtncipica of PolUical Economy, p. xvii. 

Johann Heinrich vonThunen (1783-1S50), was a native of Oldenburg 
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■sTonId Eot ba vrortli tbe "prage Trhicli is oSsied, faecanse Iiis 
prodticT vroidd fae TroTtii less than his srage. 

This is the marginal prodnctivitj theory of -srages. 3Iarshail 
illnstrates it by taking the case o£ a tanner engaging a marginal 
shepherdd The farmer caicniates that the prodnct of the 
marginal shepherd in one year Trill be twenty sheep, or, in- 
other words, that the marginal shepherd “ wotdd do just so 
mnch in prsvenring the wastage of lambs and in other ways 
as witl increase by twenty his anntial output of sheep in good 
eondirion." The twenty sheep constitute the marginal 
product, or, as ilarshaS terms it, the net product,'’ which 
is the net addition which the marginal shepherd will make 
to the product of the other shepherds. Therefore the 
anneal wage of the marginal shepherd tends to equal the 
market price of the twenty sheep, and is the annual wage of 
the other shepherds. In actual practice it will, of course, 
always be less than the market price of the sheep, probably 
a great deal less, so as to allow a share of the income to the 
farmer and to compensate him for providing the shepherd’s 
wages before the sheep are sold. 

The essence of this theory is that production takes time ; 
that the wages of labour are advanced ont of a surplus in the 
hands of a capitalist : that the person making the advance 
expects to receive for the product a sum which is more than 
that orighaally advanced as wages. Thus the wage earners 
receive as earnings a sum which is less than the market price 
of their prodnct, and the "wage rate is deterunned by the 
product of the marginal man who is regarded as the least 
emcient. 

The most recent theories of wages are therefore based on the 
productivity oflabour. Productivity, however, is an economic 
term which must be used with very great care. Strictly 
speaking, increased productivity means the increased joint 
predaertivity of labour and capital. Productivity, or produc- 
’ Pnr.ci^i{3 cf ITcc-ronice, tp. 515-16. 
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tivcncss, may bo gauged by the amount of the output, or, in 
other words, by tlio bulk or volume, the size, weight or 
measurement of the produce, or by the value of the output as 
measured by market price. Wages, however, must neces- 
sarily depend on the market price of the product. The 
total amount paid in wages in a business is less than the 
total amount receii'od for the product in a market because 
the employers of labour expect to receive a share of the 
returns as a reward for advancing the wages to the workers 
before any returns arc received, and also because the employers 
themselves may have borrowed the money needed for such 
advances, and have therefore to pay back more than they 
originally obtained from the lenders. 

It must be noted that there is at present a tendency among 
economists to avoid committing themselves to a particular 
theory and to confine their attentions to the explanation of 
how wages are determined under given conditions.’- Wages 
are payments made to labour, and whether wo refer to wages 
in a particular trade or to wages in general, it is evident that 
labour tesomblos other commodities in that its price depends 
primarily upon its demand and its supply. Thus in a 
particular trade like that of carpentering, if the supply of 
carpenters decreases, those that remain will probably be able 
to obtain a higher wage than they previously did, that is to 
say, a change in the supply of, or the demand for, carpenters 
■will have a toudeucy to affect the wages of carpenters, thoug i 
the general level of wages in other occupations may not be 
influenced. 

Not must it be forgotten that a combination of employers 
w of workers may -temporarily influence the effects of changes 
iu the supply of, or the demand for, labour. But Tra e 
Unions cannot keep wages up indefinitely when trade con 

\ , „ 

'This ia ompliaaised Uy L. Grier in “The Moaning of Wages, 
hcojiomtc Journal, Decotnhor 1925 . ' 

Q.E. ‘ 
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ditions are adverse, nor can Employers’ Associations keep 
rvagcs down indefinitely when trade conditions are improving. 

Moreover, minimum wage-rates in certain industries are 
now legally fixed in many countries, usually after an investiga- 
tion into the conditions of the industry concerned has been 
made by a special body known as a Trade Board. 

Trade Boards have been established for the express purpose 
of eliminating the evils of “ sweating,” by which is meant the 
exploitation of the poorer and less skilled workers by paying 
these workers exceptionally low wages. Before the first of 
the British Trade Board Acts became law in 1909, this 
exploitation was very evident in Great Britain in such trades 
as ready-made tailoring, lace-finishing, paper-boxmaking, and 
chain-making. It therefore became imperative to establish 
Boards — oue for each such trade — whose duty was to investi- 
gate the conditions in these and other “ sweated ” trades, and 
to fix minimum rates of pay. These methods were extended 
by a second Trade Boards Act in 1918, and British Trade 
Boards can now not only fix a legal minimum wage but also 
various rates of pay such as overtime rates, though a beginning 
was made in this respect by the Act of 1909 which gave the 
boards power to fix piece rates. In addition, the Act of 1918 
brought the better organised trades within the scope of the 
system. 

Investigators have shown that in certain indmdual trades 
the increased rates of pay, fixed under the British Trade Boards 
system, have conduced to a greater efficiency among the 
workers, and have prevented sudden changes in the number 
of persons employed. On the other hand there have been 
complaints in some trades about the working of the system. 
The Government therefore appointed a Select Committee in 
1921 to make a thorough investigation of its effects. The 
members of this committee, after listening to a great deal of 
evidence, came to the conclusion that there was “ substance 
in the allegations that the operations of some of the Boards 
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Imvc contributed to the volume of trade depression and 
unemployment.” The committee, however, thought that the 
effect of the activities of Trade Boards upon British trade had 

occasionally been stated in terms of exaggeration, because, 
unfortunately, many of the increased rates of pay fixed by 
the Boards commenced to operate when trade was actually 
decreasing, and that under such circumstances many employers 
were unable to adjust themselves to the changed conditions,” 

The final conclusion of the Select Committee was that the 
system had, on the whole, been a beneficial one because it was 
finite evident that the condition of the loss skilled workers, 
both unorganised and organised, had been greatly improved, 
and that the Trade Boards had certainly succeeded in abolishing 
“ the grosser forms of underpayment.” The committee was 
also of opinion that the fairer or “ good ” type of employer, 
who was “ able and willing to pay a reasonable rate of 
remuneration to his workers,” had benefited under the 
system by being protected from the deliberate wage-cutting 
of unscrupulous competitors “ prepared to take unfair 
advantage of the economic necessities of the workers.” 

Furthermore, the committee emphasised that the higher 
rates fixed by the boards had acted as “ a stimulus to improA’e- 
roent in working methods ” ; that there were even instances 
of some piece-workers reaching their minimum wage without 
any increase in the actual piece rates paid ; and that, generally 
spealdng, the system had improved industrial relations, and 
had strengthened the organisation of both employers and 
employees.’^ 

It was thus found that the Trade Boards system caused a 
certain amount of economic friction. Consequently the 
Select Committee made a number of recommendations with 
reference to the fixing of minimum time and piece rates, and 
overtime rates based on these. The thirty-fourth and final 

* Ileport on iU Worhing ami Effects of the Trade Boards Acts, 1922 
(Cmd. 1G4G). 
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States tliree wage-fixing systems are operative — tlie Trade 
Board, the General Board, and the method of compnlsory 
arbitration. 

We must also distinguish the wage-fixing boards from such 
bodies as the Central and National Wages Boards which 
were set up under the British Railways Act of 1921.^ These 
particular boards were constituted for arbitration purposes, 
and not for the purpose of fixing statutory wage rates. If in 
the case of a wage dispute no agreement is arrived at between 
the railway company and the Trade Union or Unions con- 
cerned, the matter is referred to the Central Wages Board, 
and on appeal to the National Wages Board. The former 
body is composed of eight representatives of the railway 
companies and eight representatives of the men ; and the 
latter of six representatives of the companies, six of the men, 
and four of the users of the railways, together with an inde- 
pendent chairman appointed by the Ministry of Labour. 

It is thus obvious that the circumstances affecting wage 
rates cannot be brought within the boundary of a single law 
or theory. The forces of competition may compel the worker 
to accept a very much lower wage than his “ productiveness,” 
or efficiency, demands. Then again, a basic wage-rate may 
be fixed by arbitration or conciliation, and this may be a 
time or a piece rate below which no wage is allowed to fail. 
And so also, there is the principle of the guaranteed week, 
which operates among British railway workers, and under 
which an employee receives his full week’s pay, even if the 
railway company has not been able to find him a full week’s 
Work. Strong powers of bargaining among the workers 
invariably increase wage-rates ; badly organised and casual 
Workers have often to accept low wage-rates, and the rate in 
such cases is far below the marginal productivity of the 
Worker as measured by the pecuniary worth of his output 

Among the preceding factors which affect the margin 
> 11 and 12 Geo. V., c. SS. 
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between tbc actual wages received by tlie wage earners and 
the market price of the product, the forces of competition 
have, since the war, brought about great differences in the 
earnings of certain groups of workers. This is the great 
problem of wages in what are now known as the “ unsheltered ” 
and the “ sheltered ” industries, that is, those exposed to the 
full force of foreign competition like coalmining, and those not 
exposed to foreign competition like the railway industry. 

In Britain, for example, the wages of all grades of workers 
in the “ sheltered ” industries arc higher than the wages of 
similar grades of workers in the “ unsheltered ” industries, 
and it is not uncommon to find the earnings of unskilled 
“ sheltered ” workers higher than the earnings of skilled 
“ unsheltered ” workers. The reason for this is, of course, 
the lower costs of production in competing countries. The 
British un-sheltcred industries have to contend with the lower 
market prices prevailing in these countries, and therefore tho 
wages in such industries tend to be lower than the wages in 
the industries that do not have to compete with rival foreign 
industries. 

The problem is a serious one in Britain, and has resulted in 
a great deal of dissatisfaction among the workers employed in 
the “ unsheltered ” trades. But it is a problem appertaining 
to discrepancies in wage-rates, and difiercnccs of tbis nature 
must not be allowed to obscure such important questions ns 
that of the living wage, and the wage that tho trade can bear. 
By a living wage is meant something more than the bare 
subsistence wage of tbc older economists. Out of a living 
wage a worker should not only be able to maintain himself 
and his family in decency according to a certain standard of 
comfort, but should also be able to imjirovc that standard. 

But in thus defining the living wage wo must not forget one 
important factor, and that is tiic size of the workcr’a family. 
It would, of course, be impossible in an industry' to pay a 
man with a large family a higher rate than a man with a small 
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family. The wage, however, ought to be sufficient for a 
normal family of five, a man, his wife, aud three children. 

This in turn leads us to the question of family allowances. 
How can a man with more than three children bo provided 
for, if a living wage is intended to cover the needs of a family 
of five ? Certain schemes have been suggested. One of these 
is that an employer after paying a basic wage rate to all his 
workers should pay a certain sum weeldy on behalf of each 
worker into a central fund or pool, and that the total should 
then be shared among the workers with families according 
to the numbers of the family. 

The wage that the trade can bear is a problem which has 
given rise to a great deal of controversy. The employer, for 
instance, may claim that he has a right to decide what wage 
the trade can hear, after having first decided upon bis own 
share of the returns. The workers, on the other hand, may 
insist that their wages should be a first charge on the industry 
in which they are employed. In this connection it has een 
suggested that an agreement should be made in advance 
specifying that the employer should retain a certain fixe 
percentage of the surplus taldngs, and that the remamimr 
should be added to the workers’ wages. _ One obvious dim- 
culty, however, is the question of deciding the size o t e 
reserve fund which an employer has to provide in case o 
future losses in the trade concerned, for the employer, w o 
talces all the risk, must look much further ahead than tne 
ordinary worker does. , , 

In production, of course, the important problems are ow 
lower the cost of production per unit of the commo y pro 

duced and how, at the same time, to decrease the human cos , 

the efiorts, fatigue, the monotony, the deadly routine o a oun 
Hence the enlightened employer is usually fully alive no on 
to the importance of a fair distribution of • 

Workers but also to a fair distribution of leisure, o re u 
the "pain-cost” of labour, to humanising the process 
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production. The less the “ pain-cost ” of labour the greater 
IS the efficiency of the wage-earner. 

The employer’s ovra share of the income of the industry he 
controls is usually termed “ business profits,” a phrase which 
a nuts, as we have already seen, of more than one explanation, 
rofit IS the second of the great shares of income as originally 
istinguishcd by the earlier economists. It has been defined 
as a mercantile margin,” that is, the difference between the 
rapenses of production and the market price of the product, 
u he term is not quite so easily explained because, in the 
IS instance, we have got to decide what is meant by expenses 
or production. 


n\en BO early as 1690, many decades before the time of 
Adam Simth, that keen economist Dr. Nicholas Barbon^ 
attempted to analyse the meaning of the term profit. He 
pom out that merchants in their trade expect in the price 
teceive for a commodity Bomething which will be more 
than the interest they have to pay for a loan to help them in 
r pincss. This extra Bomething over and above the 
rate of interest, which must cover bad debts and “ hazards,” 
e ermc gam, or profit.- Smith also uses the w'ord hazard 
n connection with profit. He states that profit is obtained 
because they "hazard their stock,” and he 

nf W ^ deduction from the produce 

of abour which the worker cannot prevent.^ 

TTi ” century British economist, 

JffiCuIIoch,^ thought that there was no important difference 

profits of the propne,tor.s of the machine c.al!cd man exclusive 


' mss PCS. Bwlmn qualifiofl ht hlr M.D. at tHrechl 
* rhirtxirff, of Trade (IGUO), p. 32. reom. 

Mr<oW o/2,-or;(,r,qr,wn-raan'i!Ul.r»tj-td.,Vf.l 1 n .so 



PKOFITS. 


105 


of a sum to replace wear and tear ” ; the latter he defines 
as the wages of “ accumulated labour,” Hint is of capital.^ 
But these economists wrote before industry was organised 
as It is to-day, before the co-ordination of specialists had 
become such a fine art, before the regime of the departmental 
system and of scientific management had become paramount. 
They did not foresee the rule of the salaried manager or 
director ; they did not recognise organisation or management 
as an agent of production. 

And it is this emergence of the paid organiser that makes 
the analysis of the term profits a somewhat diflicult matter. 
Profits have been termed the “ wages of management ” ; 

business earnings ” ; “ tbe reward of the entrepreneur, or 
undertaker, or enterpriser,” the reward of the mau who 
undertakes the hazards or risks of business. If the business 
has a paid manager or organiser, then the wages of management 
in this case are not profits but a reward for work done and are 
therefore earnings in the true sense of the word. Then again, 
if the owner of the enterprise is also the manager, he may 
regard what others term his profits as his wages for managing 
the business, and deem his services worthy of such wages, 
therefore there is not that " something over ” which con- 
stitutes true profits. 

Let us take a concrete example in order to make the reason- 
ing a little clearer. Suppose X owns and manages a business 
which brings in £10,000 a year, the “ o.xpcnses ” of which 
amount to £9,000. What, then, may we term the sum of 
£1,000, which is the so-called “ mercantile margin,” the 
difietence between his “ expenses ” and what he receives for 
the output ? Ordinarily, of course, it would be termed 
business profits.” But X lumself manages the business, 
therefore he naturally expects a remuneration for his work as 
manager. If he thinlcs that Ms services arc worth £1,000 a 

* Principles of Polilkal Economy (1826), p. 319. 
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year, then the profit of the business is nil. On the other 
hand, let us .suppose that X regards his services as vrorth £700 
per annum. What, then, is the remaining £300 1 Part of 
it vrill represent interest on the money invested in the business. 
If, for example, X originally invested £5,000 in order to start 
the enterprise, and the market rate of interest for loanable 
capital is 5 per cent, then £250 represents interest on sunk 
capital, while the remaining £50 is the true profit or risk 
money, the “ something over " to compensate him for the 
“hazards” of the business. Thus “business profits” may 
include ; earnings, interest, and risk money or insurance. 

Of course, in a big joint stock company where there may 
be mote than one paid manager or director, the wages of these 
officials, which are fixed in advance of the marketing of the 
output, are included in the expenses of production in their 
correct place under salaries. Therefore the difference in this 
case between the actual monetary cost of production and the 
market price of the product would be made up of interest on 
the capital invested in the business plus a reward for risk, 
and this amount would be divided among the various share- 
holders in the form of dividends. If, say, at the end of the 
year the board of directors declared a dividend of 12 per 
cent., and at the time of this declaration the market rate of 
interest for loanable capital is 5 per cent., then the true or 
“ net ” business profits amount to 7 per cent. Hence the 12 
per cent, may be regarded as “ gross ” profits, but in this 
case, however, there ate only two elements : intcre.st and 
risk money or insurance. 

Thus, what in everyday language is referred to ns “ business 
profit.s,” is really" gross” profits which includes elements 
other than risk money or the reward for “ uncertainty- 
bearing.” 

This completes our brief examination of the terms wages 
and profits. We must next turn to the remaining big shares 
of income — rent and interest. 
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SUMMARY OF CHAPTFR IX. 

Distribution. — ^Distribution is tlio apportioning or slinring of income 
among iho workers and liio property oivners. Tlic income, ns wo hnvo 
seen, is classified into wngc.s, profits, rent, interest. 


Wages. — There nro three important theories of wages. They may thus 
bo briefly desoribed— * 

(1) The Subsistence Theory that wages tend to be equivalent to an 
amount which just covers the bare means of living. This theory pre- 
vailed in the early years of the nineteenth centurj’. 

(2) The Wages Fund Theory was very popular in the forties and fifties 
of the nineteenth century. According to this theory wages depend on 
the ratio which capital and population bear to one another. If, 
states James Mill, “ the ratio which capital bears to population increases, 
wages will rise.” 

(3) The Iksidual Olaimanl Theory. Walker, the American economist, 
was the great exponent of this theory. He declared that wages are the 
residue that go to the worker after the recipients of rent, interest, and 
profits have received their shares. 

(4) The Marginal Productivity Theory. The supporters of this theory 
stato that wages in nn industry tend to bo soroowlmt loss than t lo 
market price of the product of tho marginal worker. Production takes 
time. Wages aro an advance p.aymont out of n surplus in tho hands o 
a oapitah'st. Tiio person making tho advance c,x]»ots to receive for 
the product a sum which is more than tliat originally advance as 
wages. Therefore tho w'ago earners receive a sum which is less than the 
market price of their product. Productivity really means tho 30 int 
productivity of labour and capital. 


Tho tondenoy among tho more recent economists is to avoid com' 
mitting themselves to any particular theory of wages. 


Trade Boards.— Trade Boards have been established in Great Bntain 
for eliminating “ sweating,” and for fixing minimum wages- i my 
first functioned in connection with such trades as rendy-mado tu oring 
and milUnery, hut have flinoc been applied to several ot er a es. 
But these Boards do not apply to tho British agricultural labourer, wJiose 
minimum vrago rates aro fixed by a National Wages Board and County 
Agricultural Wages Committees, which were set up in ^^^4’ 

Tho British BaiUvaymen possess Central and National Wages 
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establislied under tbe Baihvav Act of 1921, but tbese are not wage- 
firing boards. 

The fixing of wages by legislative measures has also been greatly 
developed in countries other than Great Britain, such as France, 
Germany, the United States, Kcw Zealand, Australia, and South Africa. 

The “Sheltered” and “Unsheltered” Wage Bates. — Since the war 
the problem of wages has been complicated by the great differences in 
the rates paid to similar grades of workers in the “ sheltered ” industries, 
which are not exposed to foreign competition, and the “ unsheltered,” 
which get the full force of such competition. 

The Living Wage. — This must be distinguished from the bare subsis- 
tence wage of the earlier economists. A living wage should enable a 
man to improve his standard of comfort. 

Another important problem is the wage that the trade can bear. 
The workers may insist that their wages should be a first charge on 
industry. The employer maj" claim that bis share of the returns should 
be decided upon before wages are considered. Moreover, there is the 
qnestion of the size of the reserve fund. 

Brofits. — The employer’s share is usually termed “ business profits.” 
But the employer must be distinguished from the paid manager or 
organiser. If, for instance, the employer is also the manager, then he 
may regard what others term lus profits as his wages of management. 
If the business has a paid manager then his wages — i.e. the wages of 
management — are a reward for work done. 

Profits are what remain after aU expenses of production have been 
paid- They are a reward for risk, a compensation for the hazards of 
industrial enterprise. 
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THE INCOME SHARES {continued): RENT, INTEREST. 

” Tho income d ejivgd.ftOir 7 ’ ' . ' * ■ ■ and.Qjlior 

■ ' ■ “Marshall, 

Econom^o\ 

“ Interest is tlio price paid for an independent and olemontary 
factor of production which may bo called either waiting or use 
of capital according to tho point of view from which it is looked 
at.” — G. Cassel, I'fie ^fahirc and NeccssiUj of Inlcrcst. 


The third o£ the great divisions oi income is called rent. 
But in economics rent has a different meaning to tho usual 
popular interpretation of this term. Take, for example, tho 
so-called “ rent ” of a house. This goes to the owner of the 
house who is not necessarily the owner of the land upon which 
the house is built, and it represents interest on the money 
which the house-owner used in building the house. But the 
occupier may also have to pay what is termed " ground rent ” 
which goes to the owner of the site. Thus the occupier may 
have to pay two separate “ rents,” “ house rent ” and “ ground 
“ rent,” or he may pay one sum called “ rent,” which includes 
these two “ rents,” to one person who is the owner of both the 
house and site. “ ThejcijfcjoLaJhouseJ^o^^^^ilding),” 
writes Marshall,^ “is a composite yent^pt^hich^raejpaTt 
beldngs~to Sie iitelih'd'the^^her to.the buildingsthemselves.” 

Now let us supposeTliat E pays £80 in “house rent” to one 
man and £10 in “ ground rent ” to another, and that Y, who is 

1 Prviciples of Economics, p. 4D3. 
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the occupier of a house equal in size to that occupied by Z 
and situated on an equal area of land, pays £100 in “ house 
rent ” and £11 in “ ground rent.” "l^y are T’s “ rents ” 
higher than Z’s 1 These differences may, of course, be due to 
competition among “ house hunters ” ; there may have been 
a larger number of applicants for the house occupied by T, 
and as a result both the house owner and the ground landlord 
increased their respective rents. On the other hand, T’s 
rents may be higher than Z’s because the house which T 
occupies has more pleasant surroundings than that which Z 
occupies ; it may be situated nearer a railway station, or more 
easily reached from the business part of the town ; or it may 
be situated in a more modern or “ superior ” district. There- 
fore r’s higher rents may be due to differential advantages. 
A payment for a differential advantage of this nat ure is what 
the ^economisl'terihs'tfue or economic„renti which.in Y’s case 
amounte to £21. 

Those differences in what may be termed occupiers’ rents 
are very evident in great cities, particularly so in the case of 
ground rents. The occupier of a shop in such a great shopping 
thoroughfare as New Bond Street, London, will have to pay 
a far bigger ground rent than the occupier of a similar sized 
shop on an equal area of ground in' the Whitechapel Eoad, 
while the occupier of a shop in the Whitechapel Road will have 
to pay a higher ground rent than the occupier of a shop in a 
street in a small provincial town. In other words, economic 
rent in New Bond Street is far greater than in the TiTriteohapel 
Eoad. Similarly in an American sky-scraper the occupier of 
an office in the third storey pays a higher rent than the 
occupier of an office in the fifteenth storey, and here again 
the difference in the payments is economic rent. 

In the preceding instances, of urban sites economic rent is 
paid for advantages of situation. In New Bond Street it is 
paid for the superior business site ; in the sky-^raper-for 
easier accessibility — So also with agricuTtural laud the 
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differential advantage may depend upon situation, sucii as 
nearness t o a markct ,Jto_a raihray_statjpn, or.to.a dock. But 
in agricultural land tiierc are also great diSercncos in fertility, 
and under these circumstances rent will depend upon the 
differences in output. Thus economic tent may arise because 
oWnferenceTIa^rtility in diffcFcht areas, or even because of 
such difforencesdii' a single area. 

Let us examine the former case first. Suppose, for example, 
that there are tlirce farmers of equal ability, Jones, Robinson, 
and Brown, who farm an equal number of acres of land, and 
who employ the same amount of labour and capital in cultivat- 
ing their respective areas. Jones produces, say,.33-bushels of 
wheat to the acre ; Robinson, 30 bushels ; Brown, 25 bushels ; 
while Brown’s receipts for his produce just cover his expenses. 
Thus Jones has a surplus produce of 8 bushels per acre, and 
Robinson 5 bushels, which, of cour.sej are surpluses over and 
above thV^roducc per acre necessary to cover expenses. 
Such surpluses are economic rents due to differences in the 
fertility of the soil, and if Jones or Robinson let their farms 
they would expect as rent the money equivalent of the 8 or 
the 5 bushels per acre respectively. Brown is therefore the 
marginal farmer on the margin of cultivation. 

With reference to the second case— the single area of Jand-- 
we have already discussed the fact.that equal applications o 
labour and-capital- to- one particular area of land, do not 
necessarily produce equal amounts of. produce. Let us 
suppose'tUarthe fifteonth of an annual series of applications 
or “ doses ” of labour and capital results in a lesser return 
than the fourteenth which has produced the maximim oiit- 
pnt, and that the sixteenth results in a lesser return than the 
fifteenth, or, in other words, that the law of dinumshing 
returns has set in. Now if the return from the sixteenth 
“ dose ” just pays the farmer, it is evident that the fourteen 
and fifteenth “ doses " have resulted in surpluses, and these 
surpluses are economic rents. Thus, ns Professor T aussi^t^ 
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stated, " rent arises because of diffeiences in tire amounts 
brought forth by equal quantities of labour.”^ 

The doctrine of economic rent, or, as it js sometimes called, 
the theory of surplus produce, was, in the first instance, in 
the days before the problem of urban sites in j;irea;^cities 
became such a pressing one, appbed only to agricultural land. 
It was in this connection that Ricardo emphasised the theory ; 
hence it is often referred to as the Ricarian theory, of rent. 
Moreover, it is a peculiarly British doctrine. In. France it 
was, when first introduced little discussed, for France, unlike 
Britain, is not a land of hig landlords. The theory, though 
known in England before the end of the eighteenth century,^ 
was not very greatly discussed until the early years of the 
nineteenth. "We find David Buchanan,^ for example, in the 
year before the battle of Waterloo, editings new edition of the ,, 
WeaM of Nations, in which he tries to explain the meaning of 
economic rent. “ The profit of a monopoly,” he states, 

“ stands on precisely the same foundation as ■ rent. A 
monopoly does artificially what in the case of tent is done by 
natural causes. It stints the supply of the market until the 
price rises above the level of wages and profits.”^ 

Buchanan lived in an age of Parliamentary Inquiries and 
Eeports about the high prices of corn, an age when, owing to 
the great increase of population and of wealth, the problem of 
increasing produce by recourse to inferior lands became of 
paramount importance. This naturally caused English 
economists to give a great deal of attention to these matters 
during the first three decades of the nineteenth century. It 
is thetefote not surprising to find Malthus publishing a treatise 
in 1815 entitled Tke Nature and Progress of Rent, in which he 

* Principles of Economies, Vol. H., p. 65. 

-Tbo theory ot rent appears to have teen first stated in 1777 hy 
Dr. James Anderson in his Enquiry info the Nature of the Com Eairs. 

= Buchanan (1779-184S) was n native of JIontTose. 

« Buchnnan’e edition of The B’eoffh of Nations, Vot. I., p. 09. 
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“ barren.” The medieval church was severely antagonistic 
to the interest taker, or, as he was then known, the usurer. 
Usury was looked upon as a deadly sin. Gradually, however, 
in the thirteenth and fourteenth centuries people began to 
recognise two things : that the lender might easily suSer a 
loss during the period of a loan as a direct consequence of 
having given the use of his money to another person, and that 
a loss might easily be increased if the loan was not paid back 
on the day agreed upon. It was thus that the doctrine that 
usury was a sin began to break down, but it was not until 
1 545 that the taking of interest up to a maximum of 10 per 
cent, was first legalised in England.^ 

Even after this outstanding event there was, despite the 
famous letter of Galvin some thirty years later, which did not 
condemn the taking of usury, and further Acts legalising 
interest, a great deal of discussion with reference to the 
problem of usury, a discussion which went on for many 
decades. But in Tudor and Stuart times usury had become 
a question of degree, of high rates or low rates, and if the 
money-lender’s rate was not “ biting,” the taking of usury 
was not regarded as sinful. More than one of the later Stuart 
writers possessed a good grasp of the nature of interest. Sir 
William Betty, for instance, in a very valuable httle treatise 
published in 1695, and entitled Quantxdurncumque Concerning 
Honey, defines interest, or “ use-money ” as he terms it, as 

a reward for forbearing the use of your own money for a 
Term of Time agreed upon whatsoever need your self may have 
of it in the meanwhile.”" 

This quaintly-worded definition is, as we have already seen 
in our examination of the term capital, a good attempt to 
analyse the meaning of the term interest, for Sir William 

‘ Under 37 Hen. VIH., c. 0. 

- Qnanlulvmaimqvc Concerning Jiloney, p. 7. Sir William Petty 
(1023-87) was an ontstandinj; seventeenth eentury economist and 
statistician. 
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recognises two important factors ; forbearance and time. 
Even that great Victorian economist, John Stuart Mill, writing 
nearly two hundred years later, did not define interest so 
clearly. He states that it is “the remuneration for mere ab- 
stinence,” ^ a definition which, obviously, is not invariably true. 
It would, for instance, not be accurate to say that interest 
received by a big capitalist of the Eothschild type is the 
reward of sacrifice or abstinence. “ The greatest accumulators 
of wealth,” remarks Marshall,- “are very rich, some of whom 
live in luxury, and certainly do not practice abstinence in 
that sense of the term in which it is convertible with ab- 
stemiousness.” But, on the other hand, it is quite true that 
from the standpoint of the small capitalist interest is to some 
extent, sometimes to a very great extent, a reward for sacrific- 
ing and abstaining, a reward for abstemiousness or the 
postponement of an enjojonent. • 

Interest, however, is primarily a reward for waiting. All 
capitalists, big or small, must wait for a return on their 
capital. “ Capital,” writes Nicholson,® “ is wealth set aside 
for the satisfaction — directl)' or indirectly — of future needs.” 
Interest is paid because production takes time. The capitabst 
lends his money to a manufacturer thus giving the latter power 
to command at once labour and material with which, in time, 
he is able to produce a commodity which brings in more than 
he originally borrowed. Therefore the manufacturer, owing 
to the productiveness of labour and capital, can afford to pay 
back to the capitalist somewhat more than he received. The 
borrower is, by means of the loan, able to hire services and 
purchase implements and raw material. He thus deprives 
the lender of the power to do this to the extent, of course, of 
the amount of the loan. Therefore the borrower pays interest 
for being given an immediate command over services and 

‘ Principles of Folilical Economy, Vol. I., .p. 496. 

- Economics of Industry, p. 130. 

’ Principles of Political Economy (1902), Vol. I., p. 91. 
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material, vriiicb he needs for a certain period, and also as a 
compensation to the lender who is not able to make use of the 
money advanced in this or any other way during the period 
of the loan. 

Intero.st, then, is paid for the use of capital. We cannot, 
however, say that it is paid because capital by itself is pro- 
ductive, for, as has already been explained, capital separated 
from the other agents of production possesses no productivity . 
Interest is paid because labour, when applied in certain ways 
with the help of capital, is productive. 

Furthermore, we may distinguish between what is termed 
“ net ” and “ gro.ss ” interest. Net interest we may regard 
as “ pure ” interest ; gross interest contains other elements. 
Let ns assume that the rate paid by n British bank to its 
depositors is 3 per cent. ; and that an East End money- 
lender’s rate is 15 per cent. The hank, of course, pays its 
depositors for the loan of money, and as the risk in connection 
with the depositing of money in a British bank is almost 
negligible the 3 per cent, which the depositor receives may be 
regarded as “ pure ” or net interest, though, strictly speaking, 
it docs contain a very small clement which is a payment for 
the depositor’s risk. In any case, the deposit rate of interest 
paid by one of the big Briti-sh hanks is as near as wo can get 
to " pure ” interest in “ the ordinary business of life.” 

But the 15 per cent, charged by the East End money-lender 
partakes to some extent of the nature of risk money, though 
the money-lender liimsoU would regard the whole of his charge 
n.s businc.'i.s profit.s, whereas, as a matter of fact, the greater 
part of it con.stitutes liis own wages for managing a very 
difficult business. From tbe standpoint of the lender the 
15 per cent, i.s gro?.s profits, but from the standpoint of the 
borrower it is gross interest. Thus Sit William Petty had a 
verj' slitewed idea of the nature of usury when be ana!y.scd it 
into two clemeut.c ; “ a kind of insurance,” and a ” compensa- 
tion for the inconvenience ” which n man “ admits agtiinst 
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himself ” when ho " givctli out liis money upon condition 
that he may not demand it back again until a certain time 
to come whatever his necessities shall be in the meantime.”^ 

Such is the meaning of interest. Wo must next consider 
how the market rate of interest is determined. The high rates 
of interest obtained by professional money-lenders are, as we 
have just seen, duo to exceptional circumstances, and contain 
a much lesser proportion of “ pure ” interest than of other 
elements. The market rate is always a little higher than the 
deposit rate of a bank, and it is, therefore, “ gross ” interest. 
Let us assume that it is 5 per cent. This means that for the 
loan of each £100 a borrower will have to pay £6. In other 
words, the 5 per cent, is the market price of loanable capital, 
and, like the prices of other commodities, it is fixed by the 
demand for, and the supply of, capital. Therefore we may 
say that, from the standpoint of demand, the market rate of 
interest depends on the marginal worth, utility, or “pro- 
ductivity” of capital, always remembering, of course, that 
rvhen wo speak of the productivity of capital we mean the 
joint productivity of capital and labour. 

Thus capital is demanded because of its “ productivity ” or 
“ productiveness,” and the price paid for it, that is to say, 
the market rate of interest, will tend to be equivalent to the 
price paid for loans by the marginal or least productive 
businesses. If the least productive businesses can obtain the 
use of capital when they can only just afford to pay, say, 
5 per cent, for it, the businesses winch are more successful, 
and which could easily pay, say, 7 or 8 per cent., would not 
be prepared to pay a higher rate than 5 per cent. 

We have already examined the causes which affect the 
supply of capital, and in this connection it must be noted that 
people will save money even if the rate of interest is zero. But 
despite this fact it may be safely stated that as a general rule 
an increase in the rate of interest will increase the amount of 
* Treatise of Taxes and Contributions (1602), p. 29. 
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Jlodcrn economists, also, Imve applied the doctrine of 
economic rent to wages, profits, and interest. In the ca.se of 
wages not all rrorkers liavc the .same efficiency, ability, or 
strength. It may easily happen that of throe men, Jones, 
Robinson, and Brown, cmplo)'cd in the same kind of work 
and earning equal wage.s, Robinson, through greater skill or 
strength, earns his wage with less effort than Brown, and that 
•Tones uses still less effort than Robinson. Thus Jones and 
Robinson possess certain advantages over Brown which enable 
them to earn, by equal amounts of effort, more than Brown can 
earn for a like effort. That part of the earnings of Jones 
and of Robinson which is the result of such differential 
advantages is therefore economic rent, which is sometimes 
termed the “ rent of ability.” On the other hand, it is, of 
course, possible for workers to earn different wages for equal 
amounts of labour. The work of a West End theatrical star 
earning £300 a week is sometimes done by an understudy for, 
say £20 a week; the difference of £280 is really a rent, for 
the understudy does the necessary work with as much effort 
as the star. 

Similarly in profits the clement of rent appears, a character- 
istic which seems to have been first emphasised by Walker. 
It may happen that a number of firms engaged in the manu- 
facture of a certain commodity do not obtain the same amount 
of profits on equal applications of capital and labour. The 
firm with the highest profits possesses certain advantages over 
the others such, for example, as a higher degree of efficiency, 
or easier accessibility to markets, and the difference in the 
profits constitutes a rent. “ Starting,” writes Walker,^ “with 
a class of employers whom we call the no-profits employers, 
we have to note the indisputable fact that above these rise, 
rank on rank, employers of higher and still higher degress of 
efficiency in the employment of labour and the conduct of 
business. These are men who have, by the force of education 
' First Lessons in Political Economy (1890), p. 218. 
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or of experience, exceptional abilities or adaptations for 
commercial or industrial success. They are not always better 
men or better citizens than their less successful brethren ; 
but, from whatever source they derive it, they possess 
peculiar power in the production of wealth. Using the same 
amounts of labour and capital, they are able to produce more 
of wealth thereby.” 

In interest, however, the analysis is perhaps a little mote 
difficult, and it introduces us to the conception of “ saver’s 
surplus.” Let us assume that a rate of 5 per cent, is just 
enough to induce a saver, a postponer of present enjoyment, 
to make certain sacrifices in order to enable him to save 
£100, and that another saver would make equal sacrifices in 
order to save a like sum for 3 per cent, though he also obtains 
5 per cent. The difierence between the two rates of interest 
is a rent which goes to the saver who can save with less 
sacrifice than the other. The 5 per cent, man is therefore the 
marginal saver, and the 2 per cent, difference may be termed 
not only economic rent but also saver’s or postponer’s surplus. 


SXJiniARY OF CHAPTER X. 

Rent. — The so-calied rent of a house may he a composite rent ; it 
may inclnde ; (1) a payment to the house owner, which represents 
interest on the capital sunk in the building and which is sometimes 
called “ house rent,” and (2) a payment to the owner of the site, wliich is 
called “ ground rent.” 

If in the case of two equal sized houses situated on equal areas of 
land the occupier of one house pays higher house and ground rents 
than the occupier of the other house, the difference is duo to one or more 
advantages, such, for example, as a better situation. An extra payment 
of this nature for differential advantages is what the economist terms 
true or coonomio rent. 

Such differences in ground rents ore very evident in great cities where 
advantages of situation are of paramonnt importance. 

In agricultural land coonomio rent varies becanse of differences in 
fertility. 
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If in the cnso of Ihrco fariuora of equal ftbility, Jones, Kobiiison, and 
Brown, who farm nn cqurtl number of areas of land, the returns of wlioat 
per aero are, say, Jones 33 bushels, Itobinson 30, and Bromi 25, then 
Jones has a surplus produce of 8 bushels per acre, and Hobinson of 5. 
Such surpluses constitute economio rents, and aro duo to differences in 
fertility. Brown is tho marginal farmer on the margin of cultiration. 

Tlio preceding illustration refers to extonsivo cultivation. But 
■ economio rent may arise in intensive cultivation, in a single area of 
land, because equal applications of capital and labour do not necessarily 
produce equal returns. Suppose, for example, that the fourteenth of 
an annual series of applications produces a maximum output, after 
which tho law of diminishing returns begins to operate. Therefore tlic 
fifteenth application produces less than tlio fourteenth and tho sixteenth 
less than tho fifteenth. But if the return from tho sixtcentli just pays 
the farmer, tho fourteenth and fifteenth applications have resulted in 
surpliiso.s. These surpluses are economic rents. 

Tile dootrino of economio rent, as orginaily applied to agnoulturnl 
land, Is poouh'arly British. It has been attributed to Bicardo — hence 
the phrase “ tho Ricardian theory of rent ” — but, in fact, was disoussod 
hy English economists before it was examined by Ricardo. 

Interest. — ^Tho taking of interest, or usury ns it was then called, was 
forbidden by tho medieval church. It was not until 1545, when tho 
maximum rate was fixed at 10 per cent., that English law first allowed 
tho taking of interest. 

Sir William Potty, in 1095, defined interest ns “ a reward for forbearing 
tho use of your own money for a Term of Time agreed upon whatsoever 
need your self may have of it in tho meanwhile,” 

John Stuart Mill, writing iii Victorian times, defines interest ns “tlio 
remuneration for more abstinence.” 

Primarily, however, interest is a reward for waiting. All capitalists 
have to wait for a return on their capital. 

Interest is paid bccauso tho borrower is given an immodioto command 
over services and material. He therefore pays tho lender a compensation 
because tho latter is not able to make uso of tho money he advances 
during the period of tho loan. ^ 

Wo must distinguish between ” not ” or “ pure ” interest and “ gross ” 
interest, which contains otiior olomonts. An East End moneyjender’s 
interest, for example, contains other elements than “ pure ” interest. 
It includes a payment for risk, and his wages for managing a dilSouIt 
business. 

The market rate of interest depends on the demand for, and the 
supply of, capital. 



122 


THE INCOME SHAKES. 


How tho Theory of Econotiuc Rent has been Extended. — 

(1) Quasi-rent : the Burpln.s returns from “ appliances made by 
ni.an " obtained during a period of activity, when the supply of the 
appli.ances concomed cannot bo immediately increased in numlxjr. 

(2) Rent elements in wages, profits, and intorc.st. 

(o) H'fiyes. — If one of two men, earning equal wages, cams his 
wage u-ith less effort than the other he possesses an, 
advantage over the other. The payment for this differen- 
tial advantage part,akcs of the nature of rent. 

(b) Profits . — It may happen that two firms engaged in the manu- 

facture of a certain commodity do not obtain the same 
amount of profits on equal applications of capital and 
labour. The firm with the highest profits possesses 
certain advantages over the other and the difference in 
profits constitutes a rent. 

(c) Interest . — ^If a rate of 5 per cent, is just enough to induce a 

man to make certain sacrifices to save £100, while a richer 
man who obtains the same rate makes less sacrifice then 
part of what the richer man obtains partakes of the 
nature of rent. 

[A diagram illustrating the theory of economic rent appears in 
Appendix 2, infra.] 
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THE CONSUMEES. 

. “ Consumption is not merely the art o£ eating : the word 
must be taken in a wider sense to cover the best possible use 
of the wealth that is available.” — C. Gide, Principles of Pohhcal 
Economy. 

To the economist " consuming ” means the using of wealth, 
the using of raw materials for the creation of further wealth, 
and the satisfying of our desires with the finished commodities. 
Steel is consumed when a battleship is constructed ; bread is 
consumed to appease hunger ; a book is consumed when it 
is read. Thus the consumption of a commodity may take 
place quickly or slowly, while the commodities consumed 
vary in accordance with our wants and preferences. 

The consumers are therefore the controllers of production, 
for it is upon' their 'decisions that the supply of goods an 
services "depends ; their desires set% _ the total amount o 
the products^ the size of .what Mr. Hartley..,Withers terms tie 
" wealth-rheap.” ' "An increased demand for a commodity 
stimulates its-production. n t 

: “ Consumption,” declares the author of the Wealth of 

Nations, “is the s.ole_end_and..p,urppsejif_all_production, an 
the ^teresb_df.’the.prpducerpughyc^be,attended tp^n y so 

far as it .may be neepssary for .promoting-that-of t e con 
Wer.”^ “A teuTthepryof-Consumption,” writes Neville 

Eeynes,® “ is the keystone of political ^onomy. 

\ htallli 0 / Nations (Everyman’s Library ed.), Vol. P- f®*'- 
* Scope and Method of Political Economy (1891), P- 10 /. 
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Blit despite Adam Smith’s declaration the earlie^economists 
— with certain exceptions such as, Say^ BoUean, andjjames 
Mill, whose treatises we have already reteixedJ:o! — 'ii'i not 
pay much attention to the “ theory of consumption,” and it is 
only within the last three decades that this section of the 
“ science of wealth ” has secured greater prominence in 
economic treatises. Even so recent an economist as John 
Stuart ilill does not devote a single chapter to consumption 
in his well-known Priitciples of Political Economy, the seventh 
edition of which appeared in 1871. 

The amount consumed by an individual depends primarily 
on income ; the rich consume more than the poor. Indivi- 
duals, however, even of the same social group, often differ 
greatly in the standard of their consumption ; some are far 
more fnigal than others. It may also happen that the supply 
of a commodity is very much in excess of the amount usually 
reguited by the consumers, that there is a large surplus 
in the hands of the sellers. This is what is generally termed 
“ over-production,” and it may be due to several causes, such 
as a wrong estimation of the potential demand, a sudden 
change in fasliion, the appearance of a substitute, or defective 
organisation. 

But ‘‘ overproduction ” is a term which needs careful 
examination. In modern industry it is not difficult by means 
of mass production to supply an article in such numbers as 
to cause a glut in the market. “ Over-production ” in this 
sense means that articles have been produced which can 
only bo sold at a reduced profit, or at a loss. In the former 
case the so-called “over-production” results in the sub- 
stitution of small profits for big; in the latter case it does 
not necessarily follow that the articles remain unsold; they 
may, for instance, be bought for purposes for which they were 
not originally intended, or sold in another type of market. 
Thus because of the extensiveness of human wants there is 
* See pp. 39 and 92. fiipra. 
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really no such thing as over-production ” in the sense that 
an article cannot he used in some way or another, or that 
there is absolutely no market for it at any time or in any 
place. One of the earlier French economists maintained that 
the immediate remedy for a glut of one commodity is a big 
increase in the production of other commodities. 

Several factors, therefore, may cause the sale of a com- 
modity to fluctuate. Fundamentally, however, such fluctua- 
tions are due to changes in the wants of mankind, to changes 
of choice or of preference. Thus the foundation of a study 
of consumption and of consumers is a study of human choices 
or preferences, of the problem of choice-maidng.^ 

This brings us to the problem of the “rational man. 
Can we speak of a rational consumer? Does the ordinary 
man decide upon what he is going to consume without being 
in some way stimulated, influenced, assisted, guided, or even 
forced in his choice-making ? 

In the first ](flace it must be recognised that the modern 
consumer is hemmed in by price-fixers, by rings of traders 
•who agree beforehand to adhere rigidly to fixed price lists. 
Many commodities nowadays have a “ ring price , ® 

price of our daily bread is fixed by rings of millers and bakers. 

In the second place we must remember that mass produc ion 
has not only greatly affected the consumer from ® ® 
point of quantity but also from the standpoint of qua i y. 
This, of course, means that consumption is 
standardised in modern communities than it was a hundred 
years ago. . . 

In the third place it is necessary to emphasise that vana ions 
end inequalities of income compel the consumer to ® 
choices quite difierent from what he would like to make, ine 
amount of the income is the dominating factor from the 
standpoint of the potential buyer. . 

Finally, both rich and poor consumers are constantly being 
influenced or guided in their choice by the highly dei e ope 



126 


THE COXSrMEP.S. 


methods of the salesman and the advertiser in bringing to 
their notice the qualities and prices of commodities. 

Salesmanship and advertising arc povrerful •sreapons in 
modern business, weapons which have far-reaching effects 
upon the choice-maldng of the consumer. “ Without efficient 
salesmanship efficient production must fail to achieve its full 
and fitting reward. Selling is the end and aim of production. 
The work of the sales manager is the essential complement 
to that of the works manager ; indeed, it is the condition 
precedent to his continued employment ; for without markets 
the works of the country must cease to function. Not only 
must the manufacturer produce the goods but he must also 
persuade the intending purchaser that they are just the com- 
modities he wants. Manufacturers often establish contact 
with the consumer by the art of suggesting the use of a com- 
modity, which the consumer may not even have thought of, 
and by constant reminders of its qualities. This means that 
in order to “ nurse ” the public, certain commodities arc given 
a great amount of publicity. 

But we have not exhausted the factors which affect the con- 
sumer in his choice-making. There are certain other influences 
which merit careful consideration. There is, for instance, 
what psychologists term “ the herd instinct,” or “ group 
behaviour.” The consumer often buys an article because 
other members of his class buy it. In addition, the consumer’s 
choice may depend on his outlook, on his education, on his 
expectations, on his ignorance, and even on legislation. The 
last-named factor is well illustrated in the old sumptuary laws 
for checking excessive consumption, in the modern British 
licensing laws which compel a consumer to purchase alcoholic 
drink during certain periods regulated by law, and in the 
United States licensing laws of a few years ago which 
prohibited the purchase of alcoholic drink. 

'ilr.I'.W. GoodenmigU (Chairman of Barclays Bank) at the banquet 
of the Incorporated Sales Managers’ Association, 21st February, 192.'!. 
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Legislative measures lor regulating the consumption of 
commodities often liavo interesting economic results. Among 
the old sumptuary measures, many of which related to the 
regulation of apparel, the Tudor laws with reference to com- 
pulsory fish days, the first of which, passed in 1649, declared 
Fridays, Saturdays, the Ember days. Vigil days, and the period 
of Lent as fish eating days,^ resulted not only in stimulating 
a Tudor key industry but also in raising the standard of 
English seamanship in an age of great maritime expansion, 
when an increase in the number of master mariners was one 
of the chief objects of national policy. Such legislation, 
however, as the British licensing laws may result in the 
consumer consuming more than he originally intended to, or 
less, or reducing his consumption to nil. The past rigorous 
licensing laws of the United States, already mentioned, 
resulted in a big smuggling trade, in “ bootlegging " and its 
attendant evils. 

State control of consumption was, of course, well in evidence 
in all the belligerent countries during the war. The Food 
Controller was paramount, food necessaries were rigidly 
rationed, while a large number of diet substitutes made their 
appearance. The State, also, has in recent years increasingly 
protected the consumer against the adulteration of goods, the 
marketing of commodities under false names, and the sale of 
commodities that are harmful to health. Food inspectors 
and public analysts have rapidly increased in number, and 
food councils and committees keep a watchful eye on quality 
and on the trend of prices. 

Furthermore, the consumer’s choice-making is often greatly 
influenced by the system of instalment buying under which a 
consumer is able to fulfil a want immediately and pay for his 
satisfaction in instalments over a fairly lengthy period. In 
recent years instalment buying has made great progress in 

^ Cunninglmm, Growth of English Industry and. Oommercc (fifth od., 
1921-2), Voi. 11., p. 68. 
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Great Britain and America. Its effects have been carefully 
investigated by American economists, vrbo have come to the 
conclusion that, if the system is properly managed, it •will 
develop into a particularly po-wcrful stimulus to trade and to 
national •wealth. Strictly spealring, there is no greater risk 
in consumer’s credit than in producer’s credit. The consumer 
benefits from instalment credit just in the same •way as the 
manufacturer benefits from the credit granted him by a great 
commercial bank. “ If instalment credit is restricted to 
proper commodities under proper management,” declares 
Professor Seligman, “ it -will gradually thro’w off abuses and 
win stand forth as one of the most signal contributions of the 
twentieth century to the potential creation of national wealth 
and national welfare.” 

There is no doubt that instalment buying has become an 
indispensable part of modern trade. It is an inducement to 
thrift, for it makes the consumer exercise a careful control' 
over his expenditure, and it benefits trade because certain 
commodities would not be widely purchased except •under 
this system. A danger, however, arises when very long 
credits are given -with minimum initial deposits, or shorter 
credits with no initial deposits. 

The instalment system is safest when applied •to the more 
durable type of commodities, for the commodities purchased 
under this system should outlast the instalments. It is also 
important that the consumer should carefully compare prices 
as in cash dealing, and not buy indiscriminately after agreeing 
upon the initial deposit and the number of instalments. 

It is, therefore, quite eiddent that in modern communities 
choice-making is far from free. The consumer is subject to 
incessant stimuli which may, or may not, lead to •wise con- 
suming. 

Wise consuming is a problem of luxuries and necessaries. 
The latter we may dmde into two lands : commodities which 
1 Fviancial Times, November 21st, 1927. 
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are necessary for existence, tlie necessaries of life ; and 
commodities which are necessary for efficiency, the necessaries 
of efficiency ; while luxuries may be regarded as those com- 
modities which are not indispensable to life or efficiency. 

“ Luxuries,” states Sir Sydney Chapman,^ “ are things 
which when consumed do not appreciably add to, and may 
oven detract from, a person’s efficiency.” “ By necessaries,” 
remarks Adam Smith,® “ I understand not only the com- 
modities which are indispensably necessary for the support 
of life, but whatever the custom of the country renders it 
indecent for creditable people, even in the lowest order, to be 
without .... Under necessaries, therefore, I comprehend not 
only those things which nature, but those things which the 
established rules of decency have rendered necessary to the 
lowest rank of people. All other things I call luxuries, 
without meaning by this appellation to throw the smallest 
degree of reproach upon the temperate use of them. Beer 
and ale, for example, in Great Britain, and wine, even in the 
wine countries, I call luxuries .... Nature does not render 
them necessary for the support of life, and custom nowhere 
renders it indecent to live without them.” 

The terras necessary and luxury are, however, relative 
terms. An article that was regarded in civilised commrmities 
as a luxury a hundred years ago may, as a result of the raising 
of the standard of life, now be deemed a necessary. Neces- 
saries may depend on custom, on habit, or on climate. 
JIarshall states that “ some consumption of alcohol and 
tobacco,” and “ some indulgence in faslu'onablc dress ” are 
“conventionally necessary,”® bcc.ause in order to enjoy these 
indulgences the average individual is prepared to forego 
other articles which are necessary for efficiency. Thus we 
may distinguish a class of “ conventional necessaries.” 

* Outlines of PolUical Economy, p. 60. 

’ The Wealth of Nations (Everyman’s Libniry cd.), Vol. I., pp. 3.’31-2. 

’ Principles of Economics, p. 70. 

G.E. 
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Spending on luxuries is sometimes regarded as “ good for 
trade." It is true that such spending mar give certain 
busincs.'cs a stimulus. But it mii.st he remeinbercd that the 
consumers of luxuries arc making use of money which might 
easily be inve.stcd in industrial enterprise, and in this way 
provide work for more workers than the workers who are 
engaged in producing the luxuries. The short period ressults 
of spending on luxuries arc far less beneficial to a community 
as a whole than the longer period rosnlt.s of investing the money 
in industry. 

Wise consuming is therefore a question of wi.so spending. 
It is also a question of saving of which there may be more 
than one kind. We may satisfy our want,s b}' consuming ns 
little as possible of a commodity, reserving the remainder for 
another occasion ; we may make a better use of so-called 
waste products ; or we may defer our consumption of a 
commodity by completely sacrificing a present satisfaction 
for a greater one in the future. An illustration of the last 
case is, of course, the lending of money at a certain rate of 
interest, the lender denying himself the use of the money so 
lent for a period of time. Saving, however, must bo carefully 
distinguished from hoarding. The hoarder of money simply 
withdraws it from circnlation, therefore the amount withdrawn 
is not available for any purpose. It possesses no utility and 
from an economic standpoint is valueless. The saver also 
withdraws money from circulation when he deposits it in a 
bank, but such, money does not lie dead like the hoarder’s, 
for it is made use of by the bank in the form of loans to its 
customers. 

The conditions which conduce towards saving have already 
been examined. The facilities for saving in modem com- 
munities are many. Apart from the ordinary banks, there 
ate the big insurance companies; the various municipal and 
State loans; the shares of joint stock companies; the local 
and national savings institutions, such as the British Post 
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OfEce Savings Bank ; tke sale in most countries of premium 
bonds, and in Britain of savings certificates; the provident 
societies; and the building societies. 

Binally, we must remember that, like the producers, the 
consumers have developed certain types of associations. The 
association or co-operation of consumers for retail trading, 
the consumers’ co-operative movement, which has already 
been described, belongs really to the subject of production, 
for as Marshall states, this type is engaged in “ economising 
effort in certain branches of business.”^ Another typo is the 
association, such as a temperance or vegetarian society, whose 
ndembers bind themselves not to consume a certain com- 
modity, and who attempt by preaching and pamphleteering to 
convince others of the wisdom of their practices. Other types 
are those associations, societies, or leagues which aim at 
protecting the interests of the consumer in the sphere of 
markets and marketing by fighting high prices, by increasing 
or reducing tariffs, by eliminating adulterated food, and by 
reducing railway rates. 

SUMMARY OR CHAPTER XI. 

Consumption. — By consumption tho economist means tho using of 
raw materiala for tbo purpose of production, and the actual enjoying or 
destroying of the finished commodities for directly satisfying our wants. 

Over-Production. — ^An article is said to be over-produced when the 
supply is greatly in excess of the demand. If, however, there is a glut 
of a commodity in a market wo cannot say that this is over-production 
in the sense that the commodity cannot possibly be sold. There is 
really no over-production in tho sense that an article cannot be used in 
some way or another, or that there is absolutely no market for it at any 
time or in any place. 

Choice-Making. — Pluotuations in the demand for a commodity are 
fundamentaHy due.to changes of choice or of preference." 

The foundation of a study of consumption is therefore a study of the 


' Principles of Economics, p. 134. 
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proWcm of chokc-niivkinp. In cnnsidcrinc thn prohl<'m it I’i 
to rcmcml)CT that — 

(1) Tlio modem conpumcr is bemtnrd in by rinp^ of prit'O fixers* 

(2) Cons\imption is moro Rtnndrtrdiswl than it was a Inmdrcd jears 
ago. 

(3) Variations and inof^ualitics of income compel Ibc conmmer to 
mnko cboircs quite difleront from wbnt he would like to mske. 

(4) The consumer is constantly innueiicetl or guided in his choice* 
making by tho enlesman and the advertiser. 

Purthennoro, Ibo consumer’a choice may depend upon the choice of 
other moml)crs of his class, on hh outlook, on Ids expectations, on his 
ignorance, on legislation, and on the system of instalment buying. 

Luxuries and Necessaries. — Wise consuming is a problem of Iuxun« 
and necessaries. Luxuries arc commodities which arc not- indispensable 
to a person’s cflicicncy, but an article that was a luxury n. hundred 
ago may, tus a result of the raising of the standard of life, l>e now regarded 
ns a nccessan*. 

Marshall terras such n commodity as tobacco a “ conventional 
neccssaiy.” 

Spending on luxuries is not in the long run “ good for Iradc.*^ 

Saving. — Wise consuming is also a question of saving. Wo may s^xc 
in three ways 

(1) Wo may satisfy our wants by consuming ns little as possible of n 
commodity, reserving tho remainder for another occasion. 

(2) We may make a better use of tho sO'Callcd waste products. 

(3) Wo may defer our consumption of a commodity by completely 
sacrificing a present satisfaction for a greater one in the future. 

Consumers* Associations. — Ckmsumers like producers have certain 
types of associations. In addition to tho consumers’ co-operatixo 
stores there are such associations as the temperance or vegetarian 
society, the society for fighting high prices, and the society for preserving 
the purity of food. 



CHAPTER XII. 


INTEENATIONAL TRADE. 


“ Sometimes trade itself has been the cause of tvnr, but as 
the tvorld grows older I think it grows wiser, and wo are coming 
to realise that the prosperity of each country helps the pros- 
perity of tho others, and that none of us can find our own 
good fortune in tho misfortune of another.” — Sir Austen 
Chamberlain at the London Mansion House, February 20, 
1028. 


Trade between two countries arises because one country 
exporting a particular commodity possesses certain advantages 
over another country importing this commodity, advantages 
which result in lower costs of production. A commodity is 
exported because the exporting country is able to sell it at a 
lower price than the importing country, and this may be due 
to natural causes, to climatic conditions or resources, such as 
in the export of Brazilian coffee, China tea, Transvaal gold, 
British coal, Canadian timber. West Indian bananas, and 
American cotton ; or to the superior initiative and ability of 
the producers, to the greater effectiveness of their labour, as 
in the case of English or American machinery. 

Sometimes, however, we find a country importing a com- 
modity which it can produce more cheaply than the exporting 
country. This is done because the importing country possesses 
far greater advantages than the exporting country in the 
production of another commodity than it does in the produc- 
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tion of the imported commodity, therefore, it is more profitable 
for the importing country to concentrate on the production of 
this other commodity. 

Britain, for example, could, if it so desired, produce bacon 
cheaper than can the countries from vrhich it receives this 
commodity, but as it possesses an enormous advantage over 
these other countries in the production of steel, it is far more 
profitable to Britain to concentrate on the production of the 
latter commodity. “ France, for instance,” states Professor 
Gide,^ “ can easily make motor-cars herself, and does make 
very fine ones, and agricultural machines likeu-ise. But she 
cannot make them as economically as the United States, 
whose great factories are equipped for manufacturing them by 
the hundred thousand. In the same way England can supply 
France with sliips, and Germany can provide her with chemical 
products and dye-stufis, more cheaply than France can 
manufacture these things herself.” Countries, therefore, tend 
to concentrate on the production of commodities in which 
they possess the greatest advantages, the greatest efieotiveness 
of labour, the greatest “ economy of labour.” 

Let us take, for example, two countries, 1' and Z, under 
conditions of free marketing, and wheat and cloth as two 
commodities in which they trade. Now if we assume that Z 
produces wheat at 10s. a bushel and cloth at 5s. a yard, and 
that r produces wheat at 20s. per bushel and cloth at 10s. 
a yard, it will be observed that Z possesses an advantage in 
both these commodities. But in both instances the advantage 
is the same, the ratios (1 to 2) between the costs of production 
are identical or, in other words, comparative costs arc equal, 
therefore, though it is possible that a small trade may arise 
it will not last long. There can be no permanent trade between 
y and Z, because Z with its lower costs of production uill 
export both wheat and cloth to I', and, sooner or later, as a 
result of the influx of money into Z prices trill begin to rise 
' PrinctpJts of Political Economy (192-1 ed.), p. 250. 
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in this country and fall in until alternately the costs of 
production of wheat and cloth in both countries will be equal. 
• But if, in the first instance, the ratios between the costs of 
production of wheat and cloth are not equal, then a permanent 
trade will arise between Y and Z. If, for example, Z produces 
wheat at 10s. a bushel and cloth at 6s. a yard, and Y produces 
wheat at 18s. a bushel and cloth at 7s. a yard comparative 
costs differ, and Z possessing an advantage in both com- 
modities vrill immediately commence to e.xport wheat and 
cloth. Here again the result will bo that, ns the exports of both 
commodities from Z increase and the transference of money 
from Y to Z continues, the cost of production of both wheat 
and cloth will gradually increase in Z and decrease in Y until 
wheat will cost, say, 12s. a bushel in Z and 16s. in.F, and cloth 
6s. a yard in both countries. Therefore cost of producing 
cloth being now equal in both countries, and Z still having a 
lower cost of production in wheat, Z will commence to con- 
centrate on the export of wheat, a concentration which will 
result in the trade in wheat between the two countries becoming 
permanent. Y, on the other hand, will gradually reduce its 
production of wheat and become more and more dependent 
on Z for its supplies. 

This is what economists term the theory of international 
trade, or of comparative costs. But it must be emphasised 
that the principles of international trade do not differ from 
those of internal trade. The law of comparative costs applies 
to trade between county and county just the same as between 
country and country. “ The rule of comparative cost,” 
declares Professor Bastable," “ includes and explains by far 
the largest part of foreign commerce, and so far from being 
a strained or unnatural application of theory, is in reality 
only the form that the general condition of exchange between 

* For a more detailed examination of the effect on prices of an increase 
in the quantity of money is given in Chap. XVI., infra. 

* Commerce of Nations (eighth ed., 1017), p. 10. 
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separate persons or distinct groups assumes -when applied to 
countries whose system of internal exchanges is regulated hy 
cost of production.” In practice, however, the commerce of 
nations has to contend with many barriers, and though some 
Governments allow a freer trade than others, most of the 
countries of the world have a very complete system of high 
tariffs for the purpose of keeping out the goods of importing 
countries. ‘ 

Protection is a commercial policy in which the trade of a 
nation is strictly regulated in its own interests. It is a 
nationalist system under which a country becomes individua- 
listic, and aims at economic independence by the encourage- 
ment of home industries and the placing of restraint on 
foreign trade. It is a system under which national frontiers 
become economic frontiers. 

The advocates of protection give many reasons, both 
political and economic, in its favour. Perhaps the most 
powerful economic argument is that new or “ infant ” native 
industries need to be carefully shielded from foreign com- 
petition. Such industries, it is argued, are delicate and 
easily stifled, and have to contend with many difficulties in 
their earliest years, therefore until they are firmly established 
they must be rigidly protected from the devastating com- 
petition of like external industries by a State bounty or 
subsidy, or by a duty on the importation of rival commodities. 
These, state the protectionists, are the only ways in which 
“ infant ” industries can be nurtured. 

From the “ infant ” industry reason is but a short step to 
the argument that a protective system increases a nation’s 
productive power, wliich, in turn, leads to an increase of 
employment and an influx of labour and capital. In addition, 
the protectionists assert that their system lowers prices by 
increasing home competition, that it raises wages, that import 
duties are a big source of revenue because they are paid by 
the foreign producer, that it results in a steady market, and 
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tliat it prevents a certain special kind of foreign competition 
vrliich is termed “ dumping.” 

All tkese arguments in favour of protection arc, of course, 
contested by tbe free traders who claim that “ infant ” 
industries, except perhaps in isolated cases, can thrive without 
State assistance, and that restrictions on trade do not tend to 
lower prices and raise wages, or even conduce to steadiness in 
trade. It is true that custom duties are not as a rule paid 
by the foreign producer. The incidence of such taxes is a 
far too complicated problem to enter into here. But we may 
safely say that taxes on imported goods do not fall on the 
foreign producer except in very rare instances, such as when 
there is no other market for the article imported, or when the 
demand for it in the importing country is so small that a 
restriction of the supply will not raise its price. 

With reference to dumping, however, there arc grounds for 
a policy of restriction. Dumping by a foreign producer is 
sometimes part of a deliberate policy to capture a country’s 
home market; although the commodities dumped may be 
genuine surpluses, they are very frequently specially produced 
in order to dominate the trade in a certain commodity in the 
importing country, and in this way to reduce competition. 
The motives of a country that dumps arc therefore usually of 
a destructive nature so far as the trade of the buying country 
is concerned, for the dumped goods arc sold at prices which 
make it impossible for the home producers to compete. The 
aim of external manufacturers who adopt this policy is the 
monopolistic control of markets and the ultimate control' of 
prices. 

Indeed, the problem of dumping became so serious in 
Britain just after the war that the British Government was 
compelled to introduce a pobey of tariff protection by passing 
the Safeguarding of Industries Act in 1921, an Act, however, 
which did not become law until over four years had been 
given to a careful consideration of this problem.. The Com- 
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mittee on Commercial and Industrial Policy after the War, 
which the British Go^'ernment set up under the chairmanship 
of Lord Balfour of Burleigh, recommended in its Report issued 
to the public in 1918 that “ some Governmental action should 
be taken to promote and safeguard the development in the 
United Kingdom of industries of a special or pivotal character,” 
and emphasised that British producers were entitled to receive 
protection from the Government against dumping in the home 
market.^ 

The scope of the Safeguarding of Industries Act is quite 
evident from its title which reads thus : “ An Act to impose 
duties of customs on certain goods with a view to the safe- 
guarding of certain special industries and the safeguarding of 
employment in industries in the United Biingdom against the 
efiects of the depreciation of foreign currencies, and the 
disposal of imported goods at prices below the cost of produc- 
tion, and for purposes connected therewith.” 

Part I. of the Safeguarding of Industries Act is devoted to 
the safeguarding of what are termed “ key industries.” A 
list of these industries is given in a schedule attached to the 
Act, and a customs duty, equal to “ one-third of the value of 
the goods,” is imposed on all the commodities mentioned in 
this list if they ate imported from any part of the world except 
the British Empire. The goods chargeable with this duty 
include optical glass and optical elements ; beakers, flasks, and 
crucibles ; galvanometers, electroscopes and barometers ; 
wireless valves and similar rectifiers ; ignition magnetos and 
permanent magnets ; arc-lamp carbons ; all synthetic organic 
chemicals (other than synthetic organic dyestufis, colours, and 
colouring matter imported for use as such, and organic 
intermediate products imported for their manufacture). 

Part n. of the Safeguarding of Industries Act deals specifi- 
cally with the prevention of dumping. It defines dumping 

' Final JRcporl of the Committee on Commercial and Industrial Policy 
after the R'ar (Cd. 9035, 1918). 
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as the sale of goods at prices lower than “ the prices at which 
similar goods can be profitably manufactured in the United 
lUngdom.” It gives power to the Board of Trade to submit 
any complaint received from the manufacturers of a com- 
modity with regard to dumping for the consideration of a 
special committee, and if the committee reports that a 
complaint is justified then the Board may make an order 
applying the Act to the class of goods about which the 
complaint has been received. In this way the Act was 
extended in 1922 to five classes of goods : fabric gloves and 
glove fabric, domestic glassware, illuminating glassware, 
domestic hollow-ware, and German gas mantles ; and since 
this date it has been further extended to include other classes 
of commodities, among which are lace and embroidery, and 
certain kinds of cutlery. 

It is interesting to note that a special committee appointed 
by the Board of Trade to consider the working and general 
effects of the Act reported in 1926 in favour of its continuation 
and advocated, in certain cases, an increase of the rates of 
duty. 

The Safeguarding of Industries Act had, however, been 
■preceded by a series of protective duties known as the 
McKenna Duties, which were introduced in 1915 during the 
Chancellorship of the Exchequer of Mr. Reginald McKenna. 
These were chiefly applied to the motor industry. Duties of 
33J per cent, were levied on imported motor cars and motor 
cycles together with such commodities as clocks, watches, 
cinema films, and musical instruments. 

The McKenna Duties and the Safeguarding of Industries 
Act made the first and second big breaches in the British free 
trade system, breaches which have recently been made very 
much bigger as a result of the financial crisis which took place 
in this country in 1931 and in consequence of which a National 
Government was returned to power. Early in the following 
year the new Government passed an Import Duties Act 
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liquidated from six to eipht yenrad In addition, the British 
Government has within recent years protected the sugar beet 
industry by nrcans of !)ig subsidies. In 1931-32 the sugar 
beet subsidy amounted to £2,375,000, and in 1032-33 to 
£2,400,000, and recent stnlistics of output .show that this 
indu.stry has made rapid strides. 

But though Great Britain has now adopted a compre- 
honsivc S 3 ‘stem of tariffs tiio great feature of the iiistory of 
British trade in the nineteenth centurj' is the predominance of 
free trade. AVc know how the old British protective system 
of the eighteenth century was gradually broken down in the 
nineteenth by Iluskisson, who between 1823 and 1827 reduced 
the duties on silk and wool and simplified the Navigation 
Law.s ; bj' Peel with bis famous free trade Budgets of 1842 
and 1845, which grcatlj' reduced the number of imports liable 
to duty, and his sweeping away of the Corn Laws in 1840 and 
the final remnants of the Navigation Laws in 1849 ; and by 
Gladstone who continued Peel’s policy of simplifying the 
tariff system in his remarkable Budgets of 1853 and 1800, and 
who arranged in the latter year an important commercial 
treaty wth Prance under which the trade between Britain 
and Franco was made freer, French manufactured goods being 
allowed into Britain free and French wines under reduced 
duties. 

Bub the prophecy of tijat outstanding free-trader and 
hlnnchester manufacturer, Eichard Cobden, in tlm year the 
British Corn Laws were repealed, tliat within five years the 
countries of Europe would all be simplifj'ing their tariff 
systems according to the British model, was not fulfilled. 

' Tho Trade Facilities Act of 1920 and its various amending Acts have 
now expired, and no further guarantees can therefore ho given under 
them. Tho last of tho loans guaranteed under these Acts was that of 
£1,000,000 to tho Hungarian Transdanuhian Eleotrical Company in 
May 1928. Both tho interest anti principal of this loan are guaranteed 
by the British Government on condition that tho money raised is 
expended in Groat Britain on tho pnrohaso of raaehinety and materials. 
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nhrays been tlio dominant note of oconomio policy wnco the 
days of that famous American protectionist Alexander 
Hamilton, who is regarded by Professor Bnstnblo ns the 
earliest ndvoente— in bis Hcport on Manufachirns (1791) — of 
protection as distinguished from it-s precursor mercantilism,^ 
which reached ite high water mark between the beginning of 
the sixteenth century and the middle of the eighteenth. In 
fact, an out-standing British eighteenth century economist, 
Sir .Tamc.s Steiiart (1712-SO), who, nine years before the 
ircnf</( of Nalions appeared, published in 17G7 hi.s Inquiry 
into the Principles of Political Economy, has been termed 
“ the last of the Mcrcantiii.sts.” 

illercantilism i.s a sy.stcm which has been mnch misunder- 
stood. Jlost economic historians, however, now consider 
that it was not inappropriate to the period in which it 
fiouri.shcd, It may he described ns n system of exxessivo 
skate regulation, the objects of which were ; an invariable 
CXCC.SS of cxjiorts over imports, the accumulation of the 
precious metals, the increase of shipping, and the prohibition 
of tr.ade srith certain countries. Imports of raw materials 
were encouraged ; every effort was made by the levying of 
high duties to discourage the importation of manufactured 
goods ; c.xports were stimulated in every possible way. Even 
colonics were exploited for the sole benefit of the mother 
country, ns is shown by the English Navigation Acts of 1G51 
and IGGO, the Staple Act of 1663, and the Plantation Duties 
Act of IG73. Colonies were regarded, not only in England 
but also in France, Holland, Spain, and Portugal as “ estates ” 
which wore to bo at the entire disposal of the mother country 
as sources of supply and markets. " The w'orst features of the 
mercantile system,” writes Professor Bastable, “ appear in the 
treatment of colonies and dependencies.”® 

Mercantilism attained its fullest development in England 

* Commerce of Nations, p. 120. 
p. 38. 
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prosperity o£ tie United States but also of tie enormous 
development of international trade during the last liundred 
years, a period which has witnessed a remarkable expansion 
in the markets of the world. Since the middle of the nine- 
teenth century new international trade routes have been 
opened, countless new markets and distributing eentres have 
been established, and vast commercial hinterlands have been 
rapidly developed, such as the corn lands of the Middle West 
of the United States and of the prairies of Canada, the veldt of 
South Africa, the sugar plantations of Queensland, the pastoral 
lands of New South Wales and New Zealand, and the cotton 
fields of the Southern States of America and of Nigeria, to 
mention but a few of the great areas which were virgin ground 
when Waterloo was fought. 

These developments have, of course, been greatly stimulated 
by the wonderful increase of transport facilities. “ Improve- 
ment in transport,” declares Professor Lehfeldt,'- “is the key 
to industry and even to the civilisation of the modern world.” 
Since the days of Brindley and his famous Worsley to Man- 
chester Canal, and of Telford and his great arterial Shrewsbury 
to Holyhead and Carlisle to Glasgow roads, there have been 
vast changes in the methods of transport. It is only just over 
a hundred years since that outstanding mechanical engineer, 
George Stephenson, ran his first railway locomotive in 1825 
on the Stockton to Darlington railway track. In 1815 
Symington’s “ Charlotte Dundas ” was the first steamship to 
enter the North and Clyde canal, and in the same year the first 
ocean steamship sailed from Liverpool to Glasgow. In 1839 
the first propeller was used by the steamship “ Archimedes,” 
and in 1861 the “ Scotia ” created a “ record ” by crossing 
the Atlantic from Liverpool to New York in nine days. The 
wooden sailing ship, however, gradually disappeared and 
was replaced by iron and steel steamships, which since 1880 

‘ Descriptive Economics ( 1927 ), p. 58 . 
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have rapiflly increased in size and speed, until to-day some 
of the great ocean liners have a capacity of over 40,000 tons 
and a speed of 25 knots. 

Sloreover, though wo still have tlic ocean “ tramp,” which 
carries all kinds of merchandise and incessantly varies its 
routes, many of the world’s greatest steamships arc organised 
in “ lines ” which are confined to certain .special routes and 
special “ trades.” Some of these important ocean routes 
have been greatly shortened by the opening of the Suez Canal 
in JSG9, and of the Panama Canal in 1914. 

Profc-ssor Bogart has given us an intcro.sting account of the 
extraordinarily rapid development of transportation in a great 
commercial country like the United State.s where the railroad 
mileage in two intensive decades, 18C0 to 1880, was trebled. 
In 1860 the United Slates pos.scssed about 30,000 miles of 
railway ; in 1880 over 93,000. But there was a still more 
intensive decade to follow, for by 1890 the total length had been 
increased to over 163,000 miles. In 1869 the first American 
trans-contincntal railway was completed by the joining of the 
Union Pacific and the Central Pacific near Ogden in Utah ; 
in 1886 the great Canadian Pacific llnilway reached the shores 
of the Pacific at New Westminster. The completion of the 
Sault Ste. Marie Caual — the busiest internal waterway in the 
world — in 1855 linked up Lake Superior with the other lakes 
and with the Atlantic. “ These unsalted seas," states Pro- 
fessor Bogart,^ " afford a deep and practically unbroken 
channel of trade for 1 ,000 miles, providing cheap transportation 
for the heavy and bullrj* commodities produced in the area 
which they serve.” 

Thus were the great coni and mineral areas of the North 
American continent opened up, and thus did great new 
markets and distributing centres arise in its vast and rich 
hinterlands. 

This great expansion of trade has been accompanied by the 
‘ Economio Uislory of the United States, p. 497, 
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many activities of Government departments in various 
countries for its supervision and encouragement. America has 
its Department of Commerce, ■which is engaged in the ■work of 
promoting the mining, manufacturing, shipping and transport 
interests of the United States. TMs Department is also 
responsible for the census, the enforcement of Government 
regulations appertaining to trade, the collection of trade 
statistics, the making of coast surveys, and the controlling of 
the Alaskan seal trade and the sahnon and other fisheries. 
Its commercial attaches are to be found in the principal 
trading centres of the -world, and its Bureau of Foreign and 
Domestic Commerce publishes a weekly iournal known as 
Commerce Reports and a monthly Survey of Current Business. 
Great Britain has its Board of Trade, a department which 
dates from the time of Charles II., but which is now chiefly 
concerned "with the regulative tide of trade, -with standards 
of weights and measures, -with the control of patents, -with 
bankruptcy, with trade and population statistics, and -with the 
Government rules and regulations appertaining to railways, 
shipping, lighthouses, and water, gas, and electricity companies. 

It cannot, therefore, be said that the main function of the 
British Board of Trade is the promotion of British trade. 
Unlike the American Department of Commerce it is not 
specially charged with the encouragement of trade ; its func- 
tions are chiefly supervisory ; its chief business is the enforce- 
ment of a vast number of legislative measures relating to trade 
and transport, though since 1919 a great part of its work in 
connection -with transport has been transferred to a new 
Department — the Ministry of Transport. 

But even before the establishment of the Ministry of 
Transport the supervising work of the Board of Trade had 
been so hea-vy that the British Government decided in 1917 
to establish the Department of Overseas Trade for the special 
purpose of ’promoting British trade. This Department is 
really under the joint control of -the Board of Trade and the 
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Foreign Office,*and is concerned not only with tFe promotion 
and development of Britisb. overseas trade but also with 
commercial intelligence, for which purpose it possesses a large 
number of special intelligence officers. Its work is divided into 
three important sections ; Empire ; foreign ; exhibitions and 
fairs. The information it collects is regularly published in 
the Board of Trade Jorirnal, the official periodical of the 
Board of Trade, which is published on behalf of the Board by 
His Majesty’s Stationery Office. 

The Board of Trade Journal is a unique trade periodical 
which is highly valued by all the leading import and export 
houses, banks, insurance offices, shipping offices, commercial 
offices, and manufacturing firms throughout the world. Its 
chief object is officially described as the minimising of economic 
friction by making readily available all the latest trade news 
collected from every corner of the earth. The whole resources 
of the Board of Trade and of the Department of Overseas 
Trade are drawn upon in its production. It is therefore able to 
print early news of all openings for trade, trade exhibitions, 
fairs, tariffs, commercial treaties, and customs regulations, 
and on these subjects it is usually the first source, certainly 
the most authoritative source, and frequently the only source 
of information. 

In addition to the Board of Trade Journal the British 
Government publishes another very important periodical 
which is of great service to traders, and which we have already 
referred to in our discussion of index numbers. This is the 
Ministry of Labour Gazelle, which concentrates on the state of 
British internal trade. Published monthly, it gives, among 
other things, valuable information about the chief British 
industries, special articles on the trade and labour conditions 
of individual industries, employment statistics, misceUaneous 
statistics with reference to prices and wages, unemployment 
insurance statistics, details about trade disputes, and, as we 
have seen, the changes in the cost of living. 
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These two vftliinWc economic perindir.'i!'! circniAtc nil over flic 
world. Both, p.-irticulnrly the /{(xtni of Trailf Jonrniit, wliicU 
spcoinii.sc.s in world trade new?, pvc informtiiion nltmil trade* 
conditions in countries other llnin Grout Britain. Recently, 
however, there has heen a strong reaction, boUi in Great 
Britain and in the Britisli Dominions and Colonics, from world 
to imperial economic.^. With the great e-xpan-sion of Kmpiro 
trade imperial economic proWeni? have rapidly acqtiired a 
paramount jiosition. 'I’hc sy.stcm of colonial preference.?, the 
various Imperial Economic Conference.?, nnd the Great Wnr, 
have brought the economic relation.? of Great Britain with the 
various units of its far-liung Empire into the forefront of 
British trade policy. Therefore, the British Government 
appointed in 1920 the Imperial Shipping Committee, nnd in 
1925 the Imperial Economic Coinmiflcc, hoth of which are 
authoripcd to report directly to the Government.? represented 
at the Imperial Economic. Conference. 

The Imperial Shijiping Committee is conccnicd with the 
problems of Empire trade nnd of maritime tr.ansport. It 
investigates complaints with rcfcrcuco to excessive freights 
nnd the facilities of transport, nnd makes recommendations 
with regard to dock necommodation, the safety* nnd improve- 
ment of harbour works, and the .size nnd speed of ships. 

The Imperial Economic Committee is charged with the 
work of investigating and improving the methods of preparing 
for the inarkcts of Great Britain the products of the Empire, 
with bettering the facilities for marketing these products, with 
increasing their consumption in preference to the products of 
foreign countries, and with promoting the interests of producers 
and consumers. On the recommendation of this Committee 
• the British Government set up in May 192G the now di.ssolvcd 
British Empire Marketing Board. 

The British Empire Marketing Board, as its name implies, 
concentrated on the marketing of Empire products. But this 
was only one of its many economic activities. It was, of 



THK E^f^rKE MARKETIXG BOAHn. 


151 


course, first of ail very muck concerned with tkc guidance and 
persuasion of tkc consumer in liis choice-making. It rvas also 
very much, and very properly, concerned with the quality of 
the products which the British Empire oilers for sale. There- 
fore, if has estahiished a number of Empire agricultural 
research stations, of which the most important is the Imperial 
College of Tropical Agriculture in Trinidad, and it nrado 
regular grants towards the investigation of such important 
economic problems as the further possibilitie.s of cold storage, 
the best mctliods of controlling the ravages of insect pests, 
the quality of timber, the breeding of stock, and dairy 
research. “At one end of the Board’s activities Eew and 
Trinidad combined to evolve a banana that shall be vnnmne 
from ' Panama disease ’ ; at another, visits were arranged of 
representatives of the primary producer.? from overseas that 
they may learn the precise wants of the British market.”^ 
June 1927 the British Empire Marketing Board issued its 
first report,- which classifies the work of the Board into four 
broad divisions: (1) the maldng ofgrants for .scientific research 
into problems of production and marketing, (2) the initiation 
and development of economic investigation and intelligence, 
(3) other schemes for the encouragement of production and 
marketing, (A) a publicity and educational campaign. 

The second of these divisions is of outstanding importance 
in the development of marketing. Special attention was paid 
by the Board to the dissemination of market intelligence, such 
as information relating to crop prospects, harvests, shipments, 
and arrivals at ports ; to the elimination of waste in transit, 
particuiarly Avith reference to the deterioration of fruit; and 
to the encouragement of the primary producers of the Empire 
to pay personal visits to the markets of Great Britain in order 
to study the present and futnre needs of the consumers. 

The fourth section of the Board’s activities related to the 

A The Manchester Onardian, Clh July, 1927, lending article. 

»Cmd. 2898, 1927. 
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finidanc*' and pcrstmsion of iho conMimfr 
The methods of nttnctin" the conf-ntner were five in ntitnher: 
newspaper adverti-^tmenls; a series of rtrikins posters depict' 
ing scenes of production in the Briti-h Bnipirn; tho phowing 
of Empio' presiucts in the local trade exhihitions hold in 
vnTions parts of Great Briliiin; the innovation of Bmpite 
shopping rveehe; nnd the cineinn. 

The Empire Marketing Board was dissolved in 193o, nnd 
some of it s functions were taken over h_v the 1 inperiiil Economic 
Commitlco. At the end of 19.37, a. new body, the Colonial 
Marketing Boanl was set up under the Colonial Office, htit 
as yet (193?) it, has not fully developed it? work. 

SU^01AUY OF CllAl’TF.U XIT. 

Bore Trailc Arises. — Comrowlities ere rxjxjrloJ is'canso iVie cx^iorting 
country is nhlo to wsll nl a lower price tlmn ties ituporting country. 
This tney tx> tiuo to — 

(1) CUrantic comlitions. 

(2) Natural resources. 

(3) Tlie BUjKriur initiative end greater egeetiveness of the 
proJucers. 

Tfao Theory of Comp.arativo Costs. — If two countries, }' anti Z, trade 
in two commodities, wheal and clotli, and il 7. produces wlie.at at lOs. 
a bushel and cloth at Gs, a yard, and F produces wheat at 20?. a bushel 
and cloth at lOs. a yard, then Z possc.sscs an advantage in both com- 
modities. But tho ratios ft to 2) between tlio costs of production arc 
identical, i.e. comparative co.shs ate equal, therctoro there can t* no 
permanent trade. International trade becomes permanent when there 
are digeronec-s helween eomparativo costs. 

Frotection. — Advocates of protection stale among other things that — 

It) Kew or “infant” industries need to bo carefully guarded against 
foreign competition. 

• (2) Import duties are a source of revenue paid by the foreign producer. 

(3} Tho protective system racroasea a nation’s productive power. 

(4) It raises wages. 

(5) It results in a steady market, 

(6) It prevents “dumping.” 
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The Reaction in Favour of Frotection. — ^Tho various stages in Great 
Britain are : — 

(1) The McKenna Duties of 1916 chiefly affecting the motor industry. 

(2) The Safeguarding of Industries Act of 1921. Part I. of this Act 
is devoted to the safeguarding of key industries, and Part 11. deals rrith 
the prevention of dumping. 

(3) The Import Duties Act which became operative on March 1, 1932. 
This historic measure swept away the old British free trade system 
and substituted a comprehensive system of tariffs. It also set up nn 
independent Advisory Committee with power to add to the tariffs 
already adopted. 

Empire Trade. — ^To stimulate the trade of the British Empire the 
Imperial Economic Conference, which met at Ottawa in August 1932, 
decided upon a new system of preferential tariffs for the British 
Dominions. 

The Overseas Trade (Credits and Insurance) and the Trade Facilities 
Act.— Two other important Acts for encouraging trade passed by the 
British Parliament since the war ore — 

(1) The Overseas (Credits and Insurance) Act (1920). 

(2) The Trade EaoiUties Act (1921). 

The Free Trade Movement. — The old British protective system of the 
eighteenth century was broken down in the following century by — 

(1) Huskisson with his reduction of the duties on silk and wool, and 
the simplification of the Navigation Laws. 

(2) Peel with his Free Trade Budgets of 1842 and 1846. 

(3) Gladstone with liis Free Trade Budgets of 1853 and 18C0. 

The Anglo-French commercial treaty of 1860 made trade between 
England and France freer. This was followed by further such treaties 
between various European countries. 

After the Franeo-Prussian War of 1870-1 a reaction set in in favour 
of protection. 

Protection has always been the dominant factor in the United States. 

Mercantilism. — Mercantilism may be described as a system of. 
excessive state regulation, the objects of which are — 

(1) An invariable excess of material exports over imports. 

(2) The accumulation of the precious metals. 
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(3) The increase of shipping. 

(4) The prohibition of trade rrith certain countries. 

It attained its fullest development in England rmder Cromtvoll, 
Charles H., and William IH., and in France under Colbert. 

The Balance of Indebtedness. — The mercantilists were very much 
concerned with what they termed the “ balance of trade,” which they 
regarded as favourable when the export of merchandise was in excess of 
the import. 

Modem economists speak of the “ balance of indebtedness,” and lay 
great stress upon what are termed “ invisible " exports. 

Great Britain earns large sums by means of “invisible” exports, 
such as interest on British loans to foreign countries (i.e. on the export 
of capital) ; and payments by foreign countries for the carrying of goods 
in British ships (i.e, for the export of services). 

Transport. — The facilities of transport have rapidly increased since 
the days of Brindley, Telford, and Stephenson. In 1816 Symington’s 
“ Charlotte Dundas ” was the first steamship to enter the Forth and 
Clyde canal ; in 1825 George Stephenson ran his first railway locomotive. 

Tho old wooden sailing ship was rapidly replaced after 1880 by 
iron and steel steamships. 

Trade routes were shortened by the Suez Canal in 1869 and the 
Panama Canal in 1914. 

Government Departments and Committees for the Regulation and 
Encouragement of Trade. — America has its Department of Commerce 
and Great Britain its Board of Trade. The former is specially charged 
with tho development of American trade. The latter is chiefly concerned 
with the regulative side of British trade, and since 1919 most of its work 
in connection with transport has hcon transferred to a new department 
— ^tho Ministry of Transport. 

In 1917 tho British Government established the Department of 
Overseas Trade for the special purpose of promoting British trade. 
The information it collects is regularly published in tho Board of Trade 
Journal. 

Another British Departmental p.aper is tho Mtntsln/ of Lalovr 
Gazelle, a periodical which is useful to traders particularly with reference 
to tho state of internal trade. 

In 1920 tho British Government appointed the Imperial Shipping 
Committee, and in 1926 the Imperial Economic Committee. On the 
rerommendation of the latter the British Marketing Board was estab- 
lished in 1926, and dissolved for reasons of economy in 1933, 
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MARKETS. 

" Tiio gatUering tagetUer of people at a convenient centto, at 
certain times o£ the year, or on certain days of the week, for 
tho interchange of food and other necessaries of life is one of the 
oldest practices of civilisation ,” — Heport on Markets and Fairs, 
Part I. (1927), published by tho Ministry of Agriculture and 
Pisheries. 

It is usual for the general reader to associate the term 
“ market " with a hall or open apace in a town where buyers 
and sellers meet, But the gathering of such a concourse of 
dealers in so limited a space is, under modern conditions of 
large scale industry, only the most rudimentary type of market. 
Yet scarcely a hundred years have elapsed since Manchester’s 
first market hall for “ butchers and greengrocers ” was erected, 
while even so late as 1825 Birmingham possessed no such 
building for marketing purposes^ In all the important 
English provincial towns at the commencement of last century 
the produce market was held in the street, usually in a central 
square of the type still possessed by fine old cities like Norwich 
and Beterborough.® 

These early produce markets were simply retail markets for 
the direct exchange of commodities between producer and 

* Dr. Clapham, in his Economic IHetory of Great Prttefn. Vol.I, p. 220, 
elates that Liverpool “ sot the fashion in market halls when it opened 
in 1822 a hall . . . eleven hundred feet by two hundred.” 

’ It must, however, bo noted that a number of “ Cloth Halls " for 
the sale of cloth and wool wero in existenoo in such towns as Wakefield, 
Leeds, Halifax, and Bradford in Uio eighteenth century. The Stixed 
Cloth. Hall of liceds, for example, was built in 1755, and tho Piece Halt 
of Bradford in 1773. 
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consumer, the produce sold being chiefly agricultural. Such 
markets still exist in many big centres, the buyers and sellers 
usually meeting ■weeldy. But vast changes have taken place 
in markets and marketing since Liverpool erected the first 
big English provincial market hall in 1822, and with these 
changes the meaning of the term market has been greatly 
extended. We have only to consider the implications of such 
terms as “ the Money Market,” “ the Stock Market ” ’ the 
Oil Market,” "the Cotton Market,” “the hlining Share 
Market,” “ the Rubber Market,” “ the Coal Market,” in order 
to realise the nature of this extension. “ Originally,” writes 
Jevons,^ “ a market was a public place in a town where 
provisions and other objects were exposed for sale ; but the 
word has been generalised so as to mean any body of persons 
who are in intimate business relations and carry on extensive 
transactions in any commodity.” 

Markets must be distinguished from fairs. The old medieval 
fairs were really big markets, chiefly of a wholesale nature, m 
which the buyers and sellers were usually the bigger traders, ■ 
the commodities being sold to the small buyers by itinerant 
pedlars or small packmen-merchants. Fairs still survive, but 
the fair day is now chiefly used as a pleasure day, and the fair 
ground as a meeting place of travelhng showmen. In recent 
years, however, the term fair has been used in another way. 
It has been applied to big national or semi-national trade 
exhibitions, such as the annual British Industries Fair. The 
term fair is becoming increasingly popular as a descriptive 
title of such exhibitions. 

Long, however, before the old type of medieval fair — an 
excellent English example was that held at Sturbridge® neat 

' Theory of Political Economy (1879), p. 91. 

* There clothiers from Leeds and Norwich rubbed shoxdders with 
linen merchants from the Lowlands of Scotland, and cutlers from 
Sheffield with nail-makers from Birmingham.” Mantoux, The Industrial 
Revolution in the Eighteenth Oenlary, p. 112. Sturbridge Bair still 
survives. 
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Cambridge, of whicb Defoe has given us an interesting descrip- 
tion in his Tour of Britain ^ — had commenced to decline, both 
produce and financial middlemen had appeared, and these 
dealers were quite numerous oven eo early as the sixteenth 
century. Wool and corn middlemen — “ broggers ” and 
“ bodgors ” as they were then termed — were well-known in 
the England of the Tudors, The financial middlemen helped 
the merchants to adjust their accounts, and granted them 
credit. They were originally money-changers, or dealers in 
foreign moneys, and, as such, were indispensable at the old 
fairs where traders from many countries met. Their original 
business was the changing of the money of the foreign mer- 
chants who visited the fair for the coins of the country where 
the fair was held. These money-changers, or campsores as 
they were termed in Italy, were the first European bankers. 

The old type of fair declined with the growth of capitalism 
and the development of agriculture and of the factory system. 
As the scale of producing commodities increased it became 
more and more difficult to sell in bulk in fairs or small markets. 
As agriculture, for example, developed, the farmers began to 
produce in bigger quantities than could be sold in small lots 
in the fairs. This gave rise to the local dealer who developed 
into a retailer, and also to the dealer who distributed the pro- 
duce to other centres. But the volume of produce increased so 
rapidly that sellers had to resort to dealing by sample, and as 
this method grew markets emerged which not only covered 
far wider areas but also greatly increased the forces of com- 
petition. 

When dealing by sample was commenced, markets were 
still of the mixed variety, that is to say, each wholesale market 
dealt in a number of commodities. But the wholesale market 
carrying out big dealings in a single commodity, such as 
sugar, corn, or cotton, soon appeared. This is the type which 

*Vol, I., pp. 122-30. Defoo’s Towr is in three volumes, and was 
published between 1724 and 1727. 
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is now often termed an exchange, and whose field of operations 
is the world. 

Thus the Liverpool Cotton Exchange, for instance, is the 
most important cotton market in the world. The dealers, 
or “ members ” of this exchange conduct their transactions 
in a palatial building, transactions which may be concerned 
with cotton crops in the United States, in Egypt, in the esl 
Indies, in India, or in Brazil, and, moreover, transactions which 
can be conducted without the buyers or the sellers even seeing 
a sample of the goods. Indeed, there are many buyers 
operating in big produce exchanges of tliis nature who buy, 
not because they want to buy the goods in order to sell to the 
consumers, but because they hope, by making very large bulk 
purchases, to take advantage of the slight est rise in the market 
price and immediately re-sell without oven seeing the com- 
modity in which the deal is conducted. 

Another great institution of this nature is the London 
Metal Exchange which deals in the base metals — copper, tin, 
and lead. The big dealings in this exchange regulate the 
prices in the metal markets oi the world, but no samples of 
the commodities are to be seen in the “ ring " of the building 
where the dealers meet. The metals sold are all carefully 
graded. Tin is sold on the basis of what is termed “ standard 
tin,” the metal in this case containing a minimum content of 
99-75 per cent. tin. Bought in the London Metal Exchange, 
it may be delivered to the buyer from the Straits Settlements, 
Nigeria, or Cornwall. 

It is clear that a big exchange of this kind which deals in 
commodities drawn from the whole world must he particularly 
well organised, and that none but highly trained specialists can 
participate in its activities. Only men of exceptional character 
are allowed to become dealers in the big specialised markets and 
exchanges ; the entrance fees are very high, and large sums 
are demanded as securities. In the London Metal Exchange 
over one hundred firms are represented. Their representatives 
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in the cscluingo hfvve to pay nn finl ranee fee of a Imndrcd 
guineas, nnd provide a security of £U,<X)0, while, before tliey 
are allowed to deal in the " ring,” in copper, (in, and Iciwl, 
they have to p.ay an additional fee of five liundrcd guineas. 

The graded coiuinoditii's in whicli tlioyo big oxchnngos den! 
arc .sometinics warehoused before dealings commence. But 
by far the greater jiart of the transactions in such markets 
arc concerned with future supplies — " dealings in future.s 
and, therefore, are of a speculative character. And so, also, in 
markets for capital, such as the London Stock E.vchangc, 
speculative dealings predominate. A market of the latter 
typo i,s chiefly concerned with the buying and selling of 
capital already invested, an operation which must bn care-, 
fully distinguiahod from the obtaining of new capita! for 
investment, wbicb is the business of other financial institutions 
such ns the bank.s. The business of a big money market like 
that of London is, however, a subject which wo shall have to 
consider in more detail a little later,* after we have first of all 
examined the meaning of money itself. 

AH these specialised markets of whatever typo — produce or 
capital — ofter wide fields for the speculative dealer. In 
produce markets dealings in futures, in well-graded com- 
modities, arc quite ns easily carried out ns dealings in present 
supplies, for such transactions simply mean that the buyer 
deals in documents which give him the right to the produce 
at some future date, and these documents may pass through 
the hands of many dealers before they get into the hands of 
the buyer who ultimately obtains the commodity. 

The dealers in these specialised markets arc highly qualified 
experts. Their buying and selling depends on a sound 
knowledge of the sources of supply of the commodity in which 
they deal. They buy ahead of demand, and therefore, in 
order to reduce their own personal risk, have not only to bo 
thoroughly acquainted with the present state of demand but 
^ See Chap. XVII., infra. 
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also have to estimate with great accuracy the possible future 
demand. The wider the market the more successful are their 
estimates, and as a result the fluctuations of prices are con- 
siderably reduced. 

The operations of such specialist dealers are, therefore, of 
the utmost importance in retaining the level of prices. Their 
dealings are termed “ legitimate ” speculation because they 
fundamentally depend on skill, foresight, and an expert 
knowledge of the many conditions which influence the supply 
of, and the demand for, their special commodity. In such 
commodities as wheat, wool, cotton, coal, copper, lead, and 
tin their transactions are simplified by the excellent system 
of standardising or grading, while the risks, and therefore the 
price^ fluctuations, are again reduced by members of the 
exchange, or brokers, as they are usually termed, buying arid 
selling among themselves. It is not uncommon for a big 
broker who has carried out a large transaction, say, a sale for 
future delivery, to buy part of the amount guaranteed from 
a fellow broker. 

In these big exchange operations time, of course, is the most 
important element, but it must not be forgotten that the 
price of the commodity is settled when the contract is made. 
Thus, though the cotton, wool, or wheat is not delivered to 
the buyer for perhaps twelve months, the price remains 
unchanged. The dealer, as Professor Taussig states, 
“ virtually guarantees a certain price for the future, and takes 
his chances as to whether the guarantee will bring him loss 
or gain.”i Even the smallest retail trader is really a “ legiti- 
mate ” speculator, for he has to take certain risks in buying 
in anticipation of demand, and has to possess some knowledge 
of price movements. 

Though, however, the exchange dealer or broker is the actual 
buyer in the market, he is not the person who sells the com- 
modity to the consumer. The broker sells to, or buys on 
1 Principles of Economics, Vol. I., p. 169. 
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bcliaK of, n big wholcpale incrcimnt, wlm in turn sells to a 
“ wliole.salo-rutailcr,” who sells to n small rc.lnilcr. Thus 
between the exchange dealer and the actual consumer there 
nro a number of middlemen who gradually incrcaso the price 
so that, when the commodify reaches the cousumcr, its selling 
price is perhaps double that which the, e.vchnngo broker 
originally paid to the jiroducer. 

But there is another type of dealing in tlte cxchnuge.s and 
markets. This is the so-cnllcd ''illegitimate" speculation, or 
gambling, which depends entirely on chance, and, therefore, 
docs not require even the most elementary knowledge of the 
actual conditions of the demand for, and tlie supply of, the 
commodity dealt in. “ lUcgitininte, ” speculation is particu- 
larly harmful to a community, and is nearly always the work 
of “ dabblers on the excliange. ’’ or oiitsklors who arc not 
members of the expert class of brokers. Moreover, these 
“ dabblers " or “ blind ” dealers often complicate matters by 
dealing with borrowed capital, or with insufficient capital, 
and by deliberate attempts to influouco the process of market- 
ing by circulufhig false reports among the buyers and sellers. 
Both produce and capital markets suilerfrom their operations, 
which .sometimes result in serious price fluctuations. “ Tlic 
New York Exchange,” write.s Professor Taussig," “ is at once 
the greatest institution in the world for facilitating investment 
and the greatest of gambling hells.” 

On the other hand, oven the “ legitimate ” .speculators 
sometimes operate in such a way as to interfere with the 
ordinary worlcing of the exchange or market. This may he 
done if a broker attempts to secure control of the available ‘ 
supply of a commodity over a certain period, or, in other 
words, attempts to “ corner ” the supply. It may also bo 
done if a broker sells far more than his customary amount of 
a commodity, in order to create a big reduction of prices which 
will ultimately enable him to make a number of cheap deals. 

- Principles of Economics, Vol. I., p. 105. 
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In a market like the London Stock Exchange, whose chief 
function is, as has been emphasised, the marketing of capital 
already invested in business enterprise, the buying and 
selling of stocks and shares, the transactions are very large and 
very numerous. Therefore, instead of the brokers settling 
with one another immediately a deal is concluded, a special 
settling day is fixed by the Committee of Management, which 
is the controlling body of this great world-wide market. 

The London Stock Exchange is really a select club, member- 
ship of which is not easy to obtain. Its Committee of 
Management is confined to thirty persons elected annually 
by the members, and it possesses considerable powers, such as 
the immediate expulsion of a dishonest member. The members 
of the London Stock Exchange are of two classes ; stock-brokers 
and stock-jobbers. The broker acts on behalf of the outside 
pubUo ', the jobber does the actual buying and selling on 
behalf of the broker. 

During recent years, however, this classification has not been 
quite so rigid. Many of the brokers now do a certain amount 
of buying and selling in the exchange, thus dispensing with 
the services of a jobber. It must, moreover, be remembered 
that in London and this is the case also in other great money 
markets there ate a number of outside brokers who are not 
members of the Stock Exchange. These outsiders make use 
of Stock Exchange information without contributing to the. 
upkeep of the institution, but though there are some shady 
speculators among them, there are also some very respectable 
dealers. 

The broket when he visits the exchange for business pur- 
poses does not reveal the name of his customer, therefore, in . 
accordance with English law, if the broker deals through a 
job ter, the broker, and not the customer, is entirely responsible 
to the jobber for any transactions that the latter carries out 
for the broker on behalf of Ws customer. On the other hand, 
the broker, in view of the fact that he discloses the jobber’s 
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name to the customer, is not legally responsible to his 
customer if the jobber fails in any way to carry out the deal 
in accordance with the agreement. But in this latter case 
the brokers, who are members of the Stock Exchange, always 
assume liability for the jobber engaged in the transactions, 
otherwise they would not be re-elected as members. It is 
thus clear that the methods of dealing in the London Stock 
Exchange are rigidly supervised. The liability of the brokers 
to their customers among the outside public is carefully 
defined and limited by law and by the custom of the market. 

There is, of course, a great deal of buying and selling of 
shares by dealers who do not intend to hold their purchases, 
and such dealings are carried out by both the regular and 
outside brokers. These speculative dealings have been 
facilitated by a system under which the brokers who cannot 
settle their accounts on the fixed settlement day are allowed 
to borrow for this purpose from other brokers, termed “ con- 
tango ” brokers. The brokers can also borrow from the 
banks, but the banks are apt to limit their loans, and therefore 
the borrowers often get less than they require. It is when the 
broker is unable to complete his settlement with loans from a 
bank that he resorts to the “ contango ” broker — a specialist 
who, however, does not advance large sums as a bank does. 
He simply takes over the stock or shares, which the borrowing 
broker is accountable for, in his own name until the next 
settlement day, and he receives a payment termed “ contango,” 
which is really his interest on the transaction. This is called 
“ carrying over,” and is a system which has intensified 
speculation because the ordinary brokers are thus able to buy 
• and sell in a larger way, and to take bigger risks, than would 
be possible without the assistance of the “ contango ” broker, 
who, to all intents and purposes, is really a pawnbroker in 
stocks and shares. 

There has, therefore, been a big increase in the London 
Stock Exchange speculative dealings in price differences, the 



164 


■MARKETS. 


so-called “bull” and “bear” transactions. The “bull” 
bujs shares for the purpose of forcing up prices and then 
selling out at a profit ; the “ bear ” sells shares in order to 
reduce prices and then buy in again at the lower price. Such 
operations sometimes lead to serious price fluctuations in the 
particular class of shares in -which these operators speculate. 

If, ho'wever, a broker who, through a jobber, has bought a 
large number of shares for a customer, is unable for some 
reason or other to hand over these shares on the day of settle- 
ment, he finds a broket -who holds a number of shares of the 
same class, and borrows them from him for the occasion. 
The lender makes a charge for the accommodation, which is 
termed " backwardation,” and -which, like “ contango,” is 
really compensation money or interest for the loan of the 
shares for a certain period. 


SUMMARY OF CHAFTER XOT. 

The Evolution of Harkets. — In all the jinpoTfant jEngUsh totrns 
the produce market ’was held in the street at the beginning of last century. 
It -was not until IS22 that the first big provincial market hall for 
marketing produce vas erected at Liverpool. 

The early produce markets were simply retail markets. 

Sfarkets must be distinguished from fairs. The old medieval fairs, 
however, were really big markets. The fair day is now used as a 
pleasure day. But in recent years the term fair has been applied to 
big trade exhibitions, such as the annual British Industries Fair. 

Long before the old medieval fair had commenced to decline in 
importance both produce and financial middlemen had appeared. 

The financial middlemen of the medieval fair irere originally money- 
changers, or dealers in foreign moneys, or campsores as they were 
termed in Italy. Tliey -were the first European bankers. 

As agriculture developed farmers produced in bigger quantities than 
could he sold at the fairs. This gave rise to the local dealer ox retailer, 
and the distributor. But as the volume of trade increased sellors 
and buyers commenced to deal by sample, 
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Modem Orgsmscd Maikels. — When iJr.ihne hy snmplo originoted, 
mnrkets wre alilJ roi.tetl. Tho next nnd fin/il stogo wns the emergence 
of the mnrket, or excimnge, ns jt is called, which rionls hy samplo in 
ono 0Qmmo<fity only, c.p. the Liverpool Cotton Kxohnngc, the London 
Metal Exchange. 

Snch markets are concerned with future supplies ; they deal in 
"futures," ami aro lUcreforo apeeulativo miirkots. 

Tlio London Stock Exchange, which deals in capital already inve-sted, 
is also n spcciilatis-B market. 

Speculation. — Tho dealers in organised marketa are Bpccinlisls. Tiieir 
OfKLTOtions arc of tho greatest importance in steadying price.s. They 
aro tho ** iegilirante ” Bpeculnfots, niid their opcr.stions depend upon 
skill, foresight, and on export knowledge of the money conditions which 
iniluenco tho supply of, and tho demand (or, their sjK'cial commodity. 

Thc.so dealers or brokers do not sell what they buy directly to tho 
coMumcr. Tliere are v.ariona intcrmediarie.s, such n.s tho wholesale 
moTchant and tho " wholesaler-retailor," between tho exchange broker 
and tho comiumcr. 

" lllegitimato " speculation depends entirely on chnnoo ; it does 
not te^iuite any Bpecialised knowledge. Such speculation Is harmful 
to a community. 

Tho London Stock Exchange. — ^This great market specialises in tho 
baying nnd soiling of stocks and shores. Tiio brokers sot tie their 
accounts on fixed days. 

It is not easy to hooomo a member of the London Stock Exchange, 
lor it is really a select oluh with a Committee of Management of thirty 
persons po.sso.ssiog great powers. Tho members are of two kinds: 

(1) Tho stook'broker, who acts on hchnif of the outside public. 

(2) The Biook-johbor, who does tho actual buying nnd selling on 
behalf of the broker. 

But during recent years this classification has not been quite so 
rigid, for many of the brokers now buy nnd soil in tho market. 

There is a great deal of buying and selling of shares by brokers who 
do not intend to hold their purchases. Some buy sharoa for tho 
purpose of forcing up prices and then scUing at a profit. Others sell 
in order to reduce prices nnd then buy in again at tho lower price. 
Tho former aro termed “ bulls,” the latter “ hears.” 

Spoculath’o dealings of this nature are rondo easier because the 
dealers who cannot sottio their accounts on the fixed BctUemcnt day 
are allowed to pass tho stocks nnd shares avhich, they nro accountable 
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.Ued “contango” S next eolUeTnotit day. 



CHAPTER XIV. 


MONEY. 

“ I agree that no topic can claim to be so important as that 
, of onrrenoy.”' — Mr. Winston Churchill, in Parliament, June 
26, 1927. 

“ There is in truth no department of Economic Science in 
which law is more inexorable than in regard to the problems 
of money and curronoy.” — Sir John Marriott, Economics and 
Ethics. ' 


We have now a’'''.ived at what is perhaps the most 
interesting part o£ ^economics — ^the study of money, credit, 
banking, and foreign exchange or, more briefly, of the 
mechanism of exchange. Though this section has come 
very^much to the fore as a result of the Great War, English- 
men do not, generally spealdng, take a very deep interest 
m monetary problems. This is primarily due to the smooth 
worlring of the English banking system, and to the non- 
recurrence since 1866 of big financial panics in England, 
ft is also to some extent due to the fact that English 
economists have not until quite recently given very much 
attention to monetary economics. 

At the outset we must attempt to define money. This, as 
we shall see, is not an easy matter, because, like the term 
wealth, the term money can be used in a broad or in a narrow 
sense, and also because economists frequently differ when 
analysing its meaning. 

As an illustration of the divergence of opinion among 
167 
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ncodemic economists ivith regard to the problem of defining 
money, let us take the definitions of two distinguished former 
professors Marshall of Cambridge, and Bonamy Price of 
Oxford. Coin, metallic coin, alone,” writes the latter, “ is 
true money, and nothing else is unle.ss it be a commodity, as 
an ox, or a cow, or a piece of salt. There is a very decisire 
reason for this assertion. Every kind of paper styled money 
carries on its face an order or promise to pay money. . . ■ 
An order or promise to give a thing is not the thing itself. 
This settles the matter absolutely ; paper is not money.” 
ISeverthclcss,” be adds a little later in tbe same treatise, 
though banknotes arc not money, it is hopeless to try and 
stop them of that title.” i 

Marshall, on the other hand, in his last -work, Money, 
fui Commerce, defines money as that ■which consists 
of all those things which are (at any time and place) generally 
COTent without doubt or special inquiry as a means of pur- 
c asing commodities and services and of defraying commercial 
obligations.”- 


But while we may follow Marshall and regard money as 
any commodity that passes freely from hand to hand as a 
medi^ of exchange, or, in other words, any commodit}' that 
^ accepted as payment for other commodities -without, 
as Walker puts it, “ reference to the character or credit' of 
the person tendermg it,” 3 we must remember that in modern 
communities money chiefly consists of balances at the banks 

” MaTv “f I’T book transfers. 

K t«Sarding money,” states Jlr. 

one“of Midland Bank, in 

one of his post-war addresses,^ “ arise from the old idea that , 


' Currency and Banl-ing (187GI n qb -b 
P rofessor of PoUtical EooUmy at OrfL (1807-88) W 

*An address on ‘‘Baniinc” mvon „ 

Square, London, on 11th Dece!nfcr™927 Gwldhouse, Ecclestc 
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it consists in tlic main of notes and gold, silver, and copper 
coin. To-day that is no longer true. Slonej' in the main 
consists of balances at the banks, and the notes and coins 
perform only a secondary function in the whole machinery 
of exchange.’’ ^ 

Money is first of all a medium of exchange or a means of 
payment, and thus it dispenses with the inconveniences of 
bartering — of exchanging goods for other goods. Money is 
also a common measure of the value of an article, of the 
article’s value in exchange as reflected in its price, for price 
as we have seen is simply a money measure of value. It is, 
therefore, what has been termed “ a common denominator or 
a Common measure of value.” ^ Furthermore, money may be 
used as a standard of deferred payments, in order to enable 
us to estimate the amount of a future payment, if, of course, 
it does not itself fluctuate greatly in purchasing power. 

Those, then, arc three of the functions of money. Wo 
must next consider the various kinds of money in circulation. 
There arc, as is well Icnowm, two broad divisions : metallic 
and paper. Each country has different types of metallic 
money ; gold, silver, nickel, copper, and aluminium have all 
been used for the manufacture of coins. The more precious 
metals — gold and silver — were selected for this purpose 
chiefly because they are durable, easily recognisable, easily 
moulded, and, under normal conditions, comparatively stable 
in price. During the war period, however, as will be discussed 
presently, the ordinary price stability of gold and silver was 
seriously disturbed. 

During the war period, also, in most European countries 

' Mr. McKenna’s statement may bo compared with Professor Lehfeldt's 
dofinition in tho Quarterly Journal of liconomke of Novombor, 1927 : 

“ Money, nowadays, in an advanced community,” ho states, “ means 
bank deposits. Metallic and paper monoy play a minor and dimin- 
ishing role,” 

* Jevons, Money and the Mechanism of Exchange (twenty-third ed., 
1910), p. 0. 
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gold went out of circulation and was replaced by 

what is termed the gold standard system ceased to ^ ‘ 

In Great Britain the gold standard was inoperative be . 

1914 and 1925 after having previously functmned witn 
break for ninety-eight years. Under the . , . a 

1816^ the sovereign became the standard British . ■ 

legal tender, while silver coins, which, with guineas, a p^^ 
to this date been full legal tender, were reduced to a iEo 
tender power of £2. Thus Great Britain became a , 

metallic country— a country with a single a 

and the system of bimetallism, under wHch both go 
silver ate accepted in unlimited quantities in settlemen 
debts, disappeared. Great Britain’s return to t e go 
standard in 1925 is an event of outstanding importance, w 
will be .described in a subsequent section.^ j rd" 

We must, however, carefully distinguish between .®tan(iar 
money ” and the " standard of value.” The sovereign is 
‘‘standard money” of Britain, whereas the metal of 
is made is the “ standard of value.” Gold is th^ 

‘‘ standard of value ” in a monometallic country, aim go 
and silver in a bimetallic country. Sovereigns (and ha 
sovereigns) are coined in the British ilint free of charge, n , 
in some countries, like France, a small charge termed mintage 
or brassage is made, which covers the actual e:^enses o 
minting. If more than this is charged, as is sometirnes done 
in certain European mints, the excess which constitutes a 
profit, is termed seigniorage. . . . 

In the British Mint, therefore, the coinage of gold is said 
to he gratuitous because no charge is made for the actua 
work of coining. Prior to the passing of the Gold Standar 
Act in 1925,® aE persons were free to take gold bullion for 
coining direct to the Mint, receiving in return £3 17s. lO^d. 
for each ounce (troy) of “ standard ” gold, which, as will be 

1 SB Geo. EH., c. 68. * See Chap. XVI , infra. 

^ 15 and 16 Geo. 5, c. 29, 
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^ explftined presentlj', contains a smni! proportion of ailoF. 
But tlie Gold Standard Act cancelled .section eight of the 
British Coinage Act of 1870,* which entitled any person bring- 
ing gold bullion to the Jlint to have it " as.snyed, coined and 
delivered out ” to him " without any charge for such assaying 
^ or coining, or for waste in coinage.” All gold bullion for 
coining must now pass through the Bank of England to the 
Slint. The Bank pays £3 17s. 9d. for each ounce of “standard” 
gold, and, of course, receives for each ounce of bullion which 
it forwards to the Mint £3 17 b. lOid. “ The margin of lid. 
per ounce,” writes Mr. Clare," “ goes into the Bank's pocket, 
but, strictly speaking, is not profit. It is rather a compen- 
sation paid to the Bank for the trouble and expense of sending 
the bars to the Mint, in case it should bo required to convert 
them into coin.” „ 

It must also be noted that the Bank of England was under 
the Gold Standard Act of 1925 “ bound to sell to any persons ” 
gold Indlion at £3 17a. lOld. per ounce of “ standard ” gold, 
but only in the form of bars containing a minimum of 400 
ounces (troy) of pure gold. This meant, of course, that the 
Bank was compelled to cash its notes provided that the total 
presented was not less than the equivalent of 400 ounces of 
goldat£3I7s. I0|d. per ounce. When Great Britain renounced 
the gold standard in 1931 the section of the Act of 1925 
relating to the selling of gold by the Bank was suspended, and 
as a result, the Bank is not now compelled to cash any of its 
notes, i.e. to sell any of its gold to the public. 

The British Mnt coins 480 ounces of “ standard ” gold 
into 1,869 sovereigns, and as each ounce is equivalent to 3ff|- 
sovereigns it will be scon why the Mint price of “ standard ” 
gold never varies from £3 ITs. lOM. per ounce. Both the Bank 
and the Mint prices are fixed by law, and must be carefully 
distinguished from the market price, which before the war 
1 33 and 34 Viot,, o. 10, 

• A Money Marhl Primer, (1921 cd.), pp. 21-2. 
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alTcays kept very close to these prices. During the wflr, 
however, the gold production of the British Empire was, 
under the authority of the British Government, commandeered .■ 
by the Bank at the price of £3 17s. 9d. pet ounce, a restriction 
winch was not removed until September 12, 1919. Since 
this date gold bullion has been sold in the open market like- 
other commodities to the highest bidders, and during recent, 
years there have been striking variations in its price. On 
February 5, 1920, it reached a market price of £6 7s. Id. per 
ounce of pure gold; on January 12, 1928, it was £4 4s. ll|d.; 
and on November 29, 1932, as a result of a financial crisis, it 
was £6 10s. 8d., the highest figure ever recorded in this country. 

The gold converted into coins is, as has just been mentioned, 
what is known as “ standard ” gold; the price paid in the 
open market is for pure gold. British coins of “ standard ” 
gold contain ||ths of absolutely pure or “ fine ” gold and ^tbs 
of alloy. The Bank of England’s price of £3 17s. 9d. for an 
ounce of “ standard ” gold is, therefore, practically equivalent 
to a market price of £4 48. Hid. per ounce of pure gold. 

The British sovereign is thus f^ths “ fine ” or, to be more 
exact, it possesses a “ fineness ” of 916-6, which means that 
an ounce of “ standard ” gold divided into 1,000 parts would 
contain 916-66 parts of pure gold and 83-34 of alloy. IP 
France, Germany, and the United States “ standard ” gold 
is ;^ths “ fine.” 

Therefore, when it is stated that the sovereign contains 
113-0016 grains of “ fine ” gold, it must be remembered that 
this is not the full legal weight, for the weight of the alloy 
is not included. A sovereign when it leaves the Mint must 
weigh 123-27447 grains of " standard ” gold. 

But the sovereign and the half-sovereign are not the only 
gold coins which the British Mint is authorised to coin. There 
are, in addition, the five-pound and two-pound pieces which, 
however, were curiosities even before the war. The Mint, 
also, used to coin ten Varieties— since 1927 reduced to nine 
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by the discontinuation of the double-florin— of silver coins ; 
the crown, double-florin, the half-crown, the florin, the 
shilling, the sixpence, the groat, the threepence, the two- 
pence, and the silver penny. The metal used for silver coins 
is termed “ standard ” silver. Prior to 1920 it contained 
Ipths of “ fine ’’ silver and a^ths of alloy, or, more accurately, 
925 parts out of each 1,000 of the metal used for coining silver 
coins were pure silver. Thus British “ standard ” silver used 
to possess a “ millesimal fineness ” of 925. 

Now, during the war the price of silver rose much more 
rapidly than the price of gold. Indeed, there was such a 
remarkable rise in the price of silver during tliis period that 
both the British and American Governments were compelled 
to introduce measures for the purpose of controlling its price. 
A British Treasury Order, dated August 12, 1918, fixed the 
maximum price of silver at 48ie<J- per " standard ” ounce, 
and eight days later another such order fi.xed the maximum at 
49|d., a controlled price which continued until May 5, 1919. 

A few days before the war was declared silver in England 
cost just over 2s. an ounce; in 1917 the average price was 
4s. 7d., and in 1920 7s. 5id. In view of this remarkable 
increase in price the British Government passed in 1920 a 
special Coinage Act (10 Geo. V,, c.3) under which the 
“ millesimal fineness ” of the silver used for minting was 
reduced from 925 fine to 500 fine, thus maldng the new coins 
one-half silver and one-half alloy. Though silver has greatly 
decreased in price' since 1920, this is still the fineness of British 
silver coins. 

But the metallic content of a British silver coin, even when 
minted at the old standard of fineness, is not worth the face 
value of the coin. There is, for instance, not five shillings’ 
worth of pure silver in the British crown piece or a shilling’s 
worth of silver in the British sHlling. And so, also, the 
metallic content of a British "copper” coin, which is 95 
parts copper, 4 parts tin, and 1 part zinc, is not worth the 
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face value of the coin ; a penny does not contain a penny- 
■worth of bronze. A coin in which the metallic content is 
not worth its face value is called “ token ” money, and in 
this way the British silver and “ copper ” coins resemble 
paper money, which we must next describe. 

Strictly speaking there are only two classes of paper money . 

(1) that which is fuUy backed by gold or silver, or in other 
words, every note of which in circulation is represented 
within the strong-rooms of a bank or of the national Treasury, 
by an amount of gold or silver equal to its face value ; ana 

(2) that which is not fully backed in this way. 

The former class is termed representative money, end 
is convertible into gold or silver. In the second class the 
notes may be convertible or inconvertible ; they may have a 
partial metallic backing or no backing at all. Notes issued 
■without any metallic backing are termed fiduciary paper 
money ; inconvertible paper money of this kind is circnlated 
by a Gkivernment for the purpose of paydng its debts. 

We may now select from the world’s paper money certain 
outstanding types as illustrations of o^ur classification. The 
German notes issued during and immediately after the war 
were fiduciary or “ fiat ” money. They had no metalhc 
backing, hut though inconvertible and issued in such colossal 
numbers they fxmetioned as a medium of exchange ■within the 
boundaries of Germany. Externally, of course, such paper 
money is valueless, and this enormous inflation of the German 
currency was spoken of internationally as “the absolute 
collapse of the mark.” But since the complete re-organisa^tion 
of the great German centra! bank, the Keichsbank, the issue 
of paper money in Germany has been greatly reduced and 
placed on a partial gold basis. 

The United States gold and silver “certificates” were 
examples of representative money. They were fully backed 
by gold aud silver, and we may therefore say that all_ those 
in circulation were 100 per cent, strong. 
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English paper money is partially hacked by gold. Under 
the Currency and Bank Notes Act of 1928, which will be 
examined in more detail a little later, the Bank of England 
has been given sole control over the issne of English paper 
money, and as a result no more Treasury notes are to be 
circulated. But for some months prior to the passing of this 
important measure all the Bank of England notes actually 
in circulation were fully backed by gold, and were, therefore, 
representative money. On February 1, 1928, for instance, 
the total amount of these notes in the hands of the genera! 
public was £135,835,635, while on the same date there was 
£154,998,200 in gold coin and bullion in the Bank’s vaults. 

On the other hand the British Treasury notes were issued 
under the authority of the Currency and Bank Notes Act of 
1914, were controlled by the Treasury, and were, until the 
passing of the Gold Standard Act in 1925, convertible at the 
Bank of England, Up to May 12, 1915, their metallic 
backing stood at £28,500,000 in gold coin and bullion, to 
which £3,000,000 in silver coin was added on April 20, 
1921, while shortly after the latter date the backing was 
again augmented, this time with Bank of England notes. 

Thus on March 25, 1925, according to the Currency Note 
Redemption Account, the backing of these notes was 
£27,000,000 in gold coin and bullion, £7,000,000 in silver, 
and £26,950,000 in Bank of England notes. Not long after 
this information was published the gold coin and bullion 
security disappeared from the account, for this security was 
handed over to the Bank of England in return for Bank 
notes to this amount. As a result the bacldng of Bank notes 
was increased to £53,950,000, but the 1927 Currency Note 
Redemption Accounts show that the silver was reduced to 
£6,300,000. Thus the only actual metaUio security that has 
figured in the more recent of these statements is the item 
“silver coin." On June 8, 1927, the Treasury notes in 
circulation reached the enormous sum of £244,935,128, the 
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highest total for this particiilar year. By December 28, of the 
same year the total in circulation had dropped to £242,277,81'- 
When it is recalled that in July 1914 there were no British 
Treasury notes, and that the average weekly circulation of 
Bank of England notes during this month was just over 
£50,000,000, the statistics just given arc striking evidence 
of the great increase of paper money in Britain. 

It must, however, be remembered that the Bank of JSngland 
was not the only British note-issuing banlc in 1914, for a 
number of English, Scottish, and Irish banks also possessed 
the power to issue notes, but the total issues of the other 
note-issuing English banks in July 1914 only averaged about 
£16,000, while the Scottish and Irish note-issuing banks 
averaged about £16,000,000 for the same month. But though 
several of the Scottish and Irish banks * still possess the 
right to issue notes, and continue to do so, the other English 
note-issuing banks have lost this power because under the 
Bank Charter Act of 1844 — the great legislative measure of 
Sir Robert Peel which regulates English banking — any English 
note-issuing bank which amalgamated with another bank 
immediately lost the right of note issue. Between 1914 and 
1921 the remaining English note-issuing banks were absorbed 
by one or other of the big English joint-stock banks, and as 
a result they lost their old right of note issue.® 

We must now return to the Currency and Bank Notes 
Act of 1928, under which the Banlc of England and the 
Treasury notes have been amalgamated. This Act authorises 
the Bank to continue issuing its old notes of various denomina- 
tions from £5 to £1,000, and, in addition, to issue 10s. and 
£l notes, all of which are unlimited legal tender in Great 


' Ban^^ of Northern Ireland must now bo distineuisbed from 
those of tho Irish Breo State. Tho Irish Free State possesses a separate 
currency (see pp. 187-8, infra). 

® 5Ies^. Fox, Fowler & Co., of Wellington, Somerset, absorbed by 
lAOsas in 19..1, \ras the last of the English hanks, other than the Bank 
PJ 'WiUcii possessed tlio right to issue uot<Js» 
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Britain and. Northern Ireland. The maximum fiduciary issue 
is fixed at £260,000,000, that is to say, the Bank is allowed to 
issue this total over and above the amount actually backed by 
the gold in the Bank’s vaults, which, when the text of this Act 
was published on May 3, 1928, amounted to £159,315,980. 
Tlio clause authorising this reads as follows : — 

“ Subject to the provisions of this Act the Bank shall 
i.ssue bank notes up to the amount representing the gold 
coin and, gold bullion for the time being in the Issue Depart- 
ment,^ and shall in addition issue bank notes to the amount 
of two hundred and sixty million pounds in excess of the 
amount first mentioned in this section, and the issue of notes 
which the Bank is by or under this Act required or authorised 
to make in excess of the said first-mentioned amount is in this 
Act referred to as ‘ the fiduciary note issue.’ ’’ 
furthermore, the fiduciary maximum of £260,000,000 may, 
upon a request being made by the Bank, be increased by the 
Treasury for a period of six months, a period which under 
exceptional circumstances may be extended to two years. 
This is termed emergency currency, and the amount is left 
to the discretion of the Bank. 

Prior to the passing of the Gold Standard Act in 1925 all 
Bank of England notes and Treasury notes were immediately 
convertible into gold. Under this Act, the Bank, as we have 
scon, was bound to sell to any person pure gold in bars, at the 
JEnt price of standard gold, provided that a minimum of 
100 ounces (troy) was required. 

Thus, with the disappearance of the Treasury note British 
paper money now consists of two types: Bank of England 
notes, and the notes of certain Scottish and Northern Irish 
banks. The Scottish and Northern Irish notes do not 

• ‘ The Bank of England is divided in two big dopartraonts : Issue 
and Banking. Tlio business of tho Issue Dopartmont is solely concerned 
with tho issuing of notes and their metallic backing. Eor further details 
see pp. 217-220, infra. 

G.E. 
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circulate in England, are only partly secured by gold, and 
are regulated by two special Acts of Parliament passed in 
1845,^ under which these banks are allowed to issue notes in 
excess of their authorised issues, provided that the excess is 
backed by gold and silver coin in the issuing bank’s possession. 
During the war period the notes of the Scottish and Irish 
banks ® were made legal tender “ for any payment ” by the 
Currency and Bank Notes Act of 1914, a privilege which was 
discontinued on the first day of 1920. By July 1919 their 
average circulation had increased to over £30,000,000. 

The Bank of England’s note issue was increased between 
1914 and 1928 by about £120,000,000. It therefore naturally 
follows that the gold in the Bank’s vaults has increased 
enormously since 1914. But “ The Old Lady of Threadneedle 
Street,” to use the Bank’s popular name, tells us in her weekly 
statement of accounts, which she calls” The Return,” and 
which is issued to the eagerly waiting world of finance 
regularly each Thursday, that although she possesses in 
her closely-guarded vaults — guarded every night by the 
soldiers of a famous Guards regiment — gold worth many 
millions of pounds, she only keeps in what she calls her 
“ Reserve ” a small amount of gold. 

Now by the “ Reserve ” the Bank of England means the 
last two items of the assets, described as “ notes,” and ” gold 
and silver coin,” in that part of the Return appertaining to 
the Banking Department.^ But we are not even told how 
much gold it contains. All that is stated is that the ” gold 

' 8 and 9 Viet, c.37. An Act to regolato the Issue of Bank Kotes in 
Ireland ; and S and 9 Viet, c.38. An Act to regulate the Issue of Bank 
Kotes in Scotland. 

’ Up to the passing of the Irish Five State Act in 1922 the term 
“ Irish hanks ” included hoth those of Korthem Ireland and of the area 
now termed the Irish Free State. 

’See the copy of a recent Bank of England Eetnm on p. 218, infra. 
The figures which follow with reference to the “ Eeserve ” are taken 
from this p.artionlar Eetnm, 
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and silver coin” in the “Reserve” amounts to a certain 
sum. On March 22, 1933, for example, this item amounted 
to £74:2,946, which may, of course, have been mostly silver. 
On the same date the “ notes ” in the “ Reserve ” amounted 
to £80,301,391. Thus the total of the “ Reserve,” or, in 
other words, all the coin and notes, or cash in hand, held 
by the. Banking Department on this particular date was 
£81,044,337. 

Three very important questions now arise. Wliat does the 
Bank of England mean by announcing in its weekly Return 
published on March 22, 1933, that on this date it possessed 
in its " Reserve ” “ gold and silver coin ” amounting to 
£742,946, when, in addition, on the same day it had gold coin 
and bullion amounting to £169,631,962 lying securely in its 
vaults ? How is it that the Bank with £1,460,139 of “ gold 
and silver coin ” in its “ Reserve ” and gold coin and bullion 
amounting to £36,671,405 in its vaults on July 29, 1914,^ 
managed to increase the latter item to £169,631,942 by March 
22, 1933 ? Have the other English banks, such as Lloyds, 
Barclays, the Westminster, the Midland, the National 
Provincial, and Martins, no gold reserves ? 

These three questions are really not difiScult to answer. 
The reserve of an ordinary business company is part of the 
profits set aside for emergency purposes. The Bank, of 
course, does this, but in its Return it gives the money thus 
held over out of profits the curious name of the “ Rest,” 
which is the reserve in the business sense, and is never allowed 
to fall below £3,000,000. What the Bank calls the “ Reserve ” 
an ordinary business company would call till money, that is 
to say, money or cash on hand which is always ready to meet 
the immediate demands of customers such, for example, as 
the cashing of Bank notes, or cheques. The Bank’s so-called 

It must be noted that on July SO, 1014, thp Bank’s fidnoiary issue 
apiounted to j5;i8,490,0Q9, ' 
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“ Reserve, ” tlieteioio, does not form part of the big amount 
of gold coin and bullion in its vaults. 

It is thus evident that the Bank of England’s weekly 
Return, which will be examined in more detail in a subsequent 
chapter, contains some particularly interesting items.- 
The next two questions must now be briefly answered. The 
Bank’s gold has increased because, in the first place, gold went 
out of circulation in 1914, and thereforb the greater part of it 
found its way to the Bank’s vaults ; secondly, because during 
the war the British Government gave the Bank authority to 
commandeer the gold supplies of the Empire; thirdly, 
because the gold reserves of the other big English banks were 
transferred to the custody of the Bank; and, fourthly, 
because the Bank is now a bigger and more regular buyer 
of gold in the bullion market. 

Thus, as gold coins are not now in general circulation in 
England, the other English banks keep very little gold in their 
strong rooms as a reserve. The other banks, however, do not 
call their own reserves “ reserves,” but refer to them in their 
periodical balance sheets under such descriptions as “ cash in 
hand and at the Bank of England,” or “ coin. Bank, and 
currency notes, and balances at the Bank of England.” 

Einally, it is necessary to be quite clear about the meaning 
of the terms “ currency ” and “ legal tender.” Currency refers 
to the actual media of exchange such as coins, notes, cheques, 
bills of exchange, and interest coupons. 

■All these types, however, ate not legal tender. Cheques, 
for instance, are not legal tender, yet over 90 per cent, of the 
total of payments made in England arc made by means of 
these instruments which enable people to draw on their bank 
balances. Such a great use of cheques is the reason why a 
well-known banker like Mr. McKenna regards money in a 
country like England as “ in the main bank balances.” 
e Cheques, bills of exchange, and interest coupons are termed 
instruments of credit ” by means of which credit can be 
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iTnn'forri’d in tlx* r.( hnnkxr.-s {mm oni’ pors/m’s nwoiiiit 

In (hftt of Rrxjthcr. L^'tnd i\ iiunipy tvliich n cmlitor i.** 
chmjv-llt'd t« tal.v «ivlt‘r the law of tlix Innt! from a <lrl>!or. 
BoniPlinx'i tlic sinouni n cfnUtor Is compelled to lake is 
limited; in llrit.-iin. for exainpk, Mlver coins arc, as sve have 
wen, only le.!*;!! tend'-r «j> to a total of forty sliillitigH. Sonin- 
times till! nmomit is iinUmitcd nn in the ca^e of English gold 
coins, still Bank of En^dund notes. 


St;«M.\UY or CHAimni xtv. 

The BeSnilioa of Money. — Mnnitidl J'-fin'-ji nmney sn ; " All thote 
llilnsrii which n»e ot (nny time nr.il jiLie*) nfricrslly current without 
d'mhl or efiei.-hl inqiih-y ni « neunx of juie-liftxir.a comntMlitifx and 
Mrviei-i ntidof il' frayin^c.xpcn'.M.'' J5ut, nn Mr. JU'Kcnunrmphttdni.M. 
money in tno'i''rn rcunnnmitii'n t» in the mniii leinU hatnnwji. 

The runclsoos of Money.— Tlir<«! of tho toiietionn of money are— 
tl) A medium of eicfiMiRO, or n meann of payment. 

(2) A mea-enn' of v.alue. 

(3) A et.andaril of detcmil pnyment-n. 

rortns of Tiloney. — The two trrc.al (ormn of money in circulation arc — 

(1) .tfetalUo i gold, eliver, nickel, copjxir, and niumininm. 

(2) I’niier. 

Standard Money and Standard of Value. — Trom ISlfi to lOM the gold 
standard prevailed in Crenl Itritaln witii tho sovereign ii« the standard 
coin. This is termed monomotnllism, which must ho distingnisiicd from 
the donhio tnetnliic standard (c.i;. gold and silver) which is termed 
liime'laUism. 

The gold standard was «ns|icmled in Britain at tliC outhreal: of war 
in lOM, was re-cstahlished in 1023, and again susiwnded in Ifkll. 

“ Standard " money in Grtmt Britain is titereforc tho sovereign ; 
and gold is tho " standard of valuo.” A himctallio country would have 
two st.andards of value. 
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Tree and Gratuitous Coinage. — ^Before the passing of the Gold Standard 
Act in 1925 the British Mint was allo-vrcd to buy gold directly at 
£3 178. lOid. an ounce, and the coinage of gold coins was said to bo 
“ free and gratnitous " — " free ’* because any person was at liberty to 
send bullion to the Mint to be coined, and “ gratnitous ” becanso no 
charge was made for the work of coining. But since the passing of the 
Gold Standard Act all gold for coining goes to the Mint through the 
Bank of England. 

The Bank and Market Prices of Gold. — The Bank price for gold 
eleven-twelfths fine (i.e. " standard " gold) is £3 ITs. 9d. per ounce 
(troy), a price which is fixed by law. 

The market price in pre-war days seldom varied much from £4 4s. lljd. 
per ounce of pure gold. Since the war there have been many variations, 
and some verj' high prices were recorded after the financial crisis of 
September 1931. In France, Germany, and the United States 
“standard” gold is nine-tenths fine. 

Silver Price Fluctuations, 1914-18. — ^Tho price of silver in England 
just before war was declared was 2s. an ounce. On August 12, 1918, 
a British Treasury order fixed the maximum price at 48|^|d. per “ stan- 
dard ” ounce. Eight days later another such order fixed it at 49Jd., a 
controlled price whloh lasted until May 5, 1919. In 1920 the average 
price was 7s. 5^d. per ounce. In the same year a special Coinage Act 
reduced the fineness of the silver in British silver coins from 925 to 500 

Paper Money. — Broadly speaking there are two classes of paper 
money — 

(1) That which is fully backed by gold or silver. This is termed 
representative paper money, and is always convertible. 

(2) That which is not fully backed by gold or silver. This may be 
convertible or inconvertible, and may have a partial metallio backing 
or no metallic backing at all. Notes issued -without any metallic backing 
are termed fiduciary paper money. 

The United States gold and silver certificates were examples of repre- 
sentative paper money. 

British Paper Money. — -British paper money is now composed of two 
types only — 

(1) Bank of England notes (10s. to £1000) issued under the Currency 
and Bank Notes Act of 1928. A maximum fiduciary issue of 
£260,000,000 is allowed, and the remainder has to be backed by gold. 
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{2) The notes ot certain Scottish and Northern Irish hanhs, which nto 
partially secured by gold and arc regulated by two Acts of Parliament 
passed in 1845. 

The Bank of England Ecsorve. — The Bank publishes a weekly state- 
ment of accounts called tho Eeliirn, and in this the last two items of 
tlio assets in tho part relating to tho Banking Department, which aro 
described ns "notes" and “gold and silver coin," are termed tho 
“ Reserve." 

This so-called Ecsorvo is moatiy notes. It contains a comparatively 
small amount of gold. On March 22, 1033, for example, tho "gold 
and silver coin " in the Reservo amounted to only £742,9-10, but on tho 
same date tho Bank had over £100,000,000 of gold coin and bullion in 
its vaults as motallio backing for its notes. Tho Reserve is really the 
Bank’s till money. 

Regal Tender and Currency. — Legal tender is money which a creditor 
is compelled to take under tlio law of tho land from a debtor. In Great 
Britain sovereigns, half sovereigns, and Bank ot England notc.s are legal 
tender to any amount. 

Currency is tho actual media of exclmngo, which in Groat Britain 
consists of couis, Bank of England and Treasury notes, cliegues, bills of 
excliango, and interest coupons, 
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BIOITEY {continued}. 

“Anything wil! serve for money, nhntcvcr its utility for 
other purposes, ns long as -we knovr that the seller from whom 
we went to buy will take it, cither because he is in the habit 
of taking it, or because be is told by public authority that he 
must.” — Hartley Withers. Money. 

We have seen that the United States gold and silver certi- 
ficates were fully hacked by gold and silver. This is what is , 
termed the simple deposit method of note issue. But these 
certificates, of which the gold ones wore legal tender, only 
represented a comparatively small part of the paper money of 
the United States. There were five other types of notes in 
circulation. They were : the United States notes, commonly 
known as “ greenbacks,” which were legal tender, and secured 
by a gold reserve of 156 million dollars, and were redeemable 
at the Treasury; the Treasury notes of 1890, also legal tender 
and redeemable at the Treasury, but no longer issued ; the 
notes issued by the National banks which were not legal tender; 
the notes of the Federal Eeserve banks,^ of which there have 
been no new issues since 1923, and which were backed by gold 
up to 40 per cent, of the amount outstanding and were redeem- 
able at the Treasury or at the bank of issue, but were not legal 
tender; and the Federal Reserve notes, issued under the 
Federal Eeserve Act, and which were redeemable atthe Treasury 
or at any Federal Eeserve bank, but were not legal tender. 

Thus of the seven types of United States paper money 
three only were legal tender. The present circulation is given 
in the summary, page 196. 

In France the paper money system is one of partial deposit. 

me I'ede^Beserve banking system of the United States is described 
m Chap. XVin„ tn/ra. 

lU 
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Tho Bank of France possesses a monopoly of note issue, and, 
in accordance, with the French Rtahilisation Act of June 1928, 
it has to keep a reserve of gold coin and bullion worth at least 
35 per cent, of “ the combined total of note.s in circulation 
payable to bearer and of the credit balances of current 
accounts” (i.e. the balances of its customers which are 
uithdrawablo on demand). It is interc.sting to note that 
the Bank of France’s gold and .silver holding amounted on 
January 31, 1927, to approximately £230,000,000, which on 
that date was the largest in Europe and the second largest 
in the world. 

In Germany, the re-constituted central bank, the Reiclis- 
bank, has been granted the monopoly of note issue with the 
exception of the limited rights of issue of four minor banks. 
During the post-war period, however, the Bentenbank was 
also allowed to issue notc.s, but under the Dawes scheme its 
issues have ceased, and this bank lias been reconstructed ns a 
mortgage institute. The notes of tlic Reichsbanlc must 
possess a backing of 40 per cent, gold or " devisen,” of which 
aot less than three-quarters must be gold. The term 
" devisen ” is applied to “ bank notes or bills of exchange 
having not more than 14 days to run, cheques and claims 
due from day to day payable in foreign currency by a bank 
of known solvency in foreign centres."^ 

In Italy the Bank of Italy is the central banldng authority, 
and since the end of June 192C it has possessed the sole right 
of note issue. It must keep a metallic reserve— three-quarters 
of which must be gold — of 528 million lire" as a backing for 
its notes in circulation, and the normal circulation has been 
f«ed at 7,000 million lire which can be increased upon 
payment of a ta.x to an absolute maximum of 8,000 million. 

In Holland the Netherlands Bank is the great central bank. 
It possesses a monopoly of note issue and under a Royal 

* Kiscit anti Elkin, Central Banha, p. 249. 

* A lira is equivalent to 2’Od. 
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decree, ■wWcli can be changed to suit special circumstances, 
was obliged to keep a metalbc backing to its notes in 
circulation of at least 20 per cent, of the total amount. 

Such were the paper money systems of the United States, 
France, Germany, Italy, and Holland. We must nesd; glance 
at the methods of note issue in three of the British Dominions 
— ^Australia, Canada, and the Irish Free State. 

Since 1920 the Commonwealth Bank of Australia has 
possessed a monopoly of note issue rested in a special depart- 
ment of the bank known as the Notes Board which publishes 
a periodical statement of the amount of notes in circulation. 
By law a gold reserve of at least 25 per cent, must be kept 
against the note issue, but since 1920 it has always e.rceeded 
40 per cent. Notes may be issued for os., lOs., £1, £5, £10, or 
any multiple of £10. 

The Canadian system is an interesting one, and is quite 
diSerent from any of those that have already been described. 
" One of the strildug features of Canadiau banking," writes 
a prominent Canadian banker,^ “ is its system of note issues. 
Each bank (there are eleven at present)- is permitted to issue 
notes up to the amount of the paid up capital without special 
security, except as being a first lien on all the assets of the 
issuing bank. Provision is made to secure dollar for dollar 
all issues in excess of the limits just mentioned by deposits of 
gold or Dominion Government legal tender notes in the Central 
Gold Reserve, except in the case of certain excess issues 
subject to the payment of interest to the Government during 
the crop-moving months of the year. It is generally 
recognised that the amount of paper money in circulation 
should approximate, as nearly as possible, to that needed 
for the purposes of trade and industry. The Canadian 

'Str -lohn Aird, President of the Canadian Bank of Commerce in 
Tht financial Ttmea Canadian ^uppUtnent^ dated Xovember 21, 1Q27. 

* This refers to the chartered banka of Canada. These are described 
in V- 232 infra. 
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banks have authority to issue notes, and they control 
the supply of currency in this way ; each bank seeks by 
the activity of its own business, to keep its notes in circula- 
tion, and almost daily it presents for redemption the notes of 
its competitors.” 

In Canada, therefore, both the Dominion Government and 
the banks arc issuers of notes, the two types of paper monej^ 
being termed Dominion notes and bank notes. The banks are 
allowed to issue their notes in denominations of $ 5 , $ 10 , $ 20 , 
$ 50 , and §100. On any notes not backed by Dominion 
notes or gold they are required to pay a tax of 1 per cent, per 
annum to the Dominion Go-C^lrnment, and on any excess issues 
during the crop-moving months a tax of 5 per cent. The 
issues of the Dominion Government include notes of lesser 
and higher face values than the bank notes. The Dominion 
notes range from §1 to §50,000, but the higher denominations, 
§1,000, §5,000, and §50,000 are for the solo use of the banks 
as cash reserves and for clearing purposes. 

Prior to the war the Canadian Dominion notes had to bo 
backed by gold up to 25 per cent, of the first §50,000,000 
issued, with a dollar for a dollar gold backing on any excess 
of this total, while all the notes were redeemable in gold. 
But under the Dominion Notes Act of 1915 the total of notes 
against which a 25 per cent, backing was required was increased 
and convertibility was suspended. 

The note issues of the Irish Free State are governed by the 
Currency Act of 1927, an enactment of the Dail. This Act 
set up a Currency Commission ns the central authority for 
controlling the Irish Free State currency, and it provides for 
the issue of two types of notes : (1) consolidated bank notes, 
and (2) legal tender notes. 

The consolidated bank notes are limited to a maximum issue 
of £6,000,000,* divided among eight Irish Free State banks, 

* The Irish Free State ponnd is identical in weight and fineness with 
the British sovereign. 
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of wliicli the Bank of Ireland possesses Ibo right, to issue a 
total of £1,705,000. These notc.s are uniform in appearance, 
but bear the name of the is.suing bank. Each i.ssuing bank is 
responsible for the conversion of the notes it has is.sued into 
legal tender at its head ofBce, and has to give certain approved 
paper securities, such as bills of exchange, for the amount of 
its issue to the Currency Commission. 

The legal tender notes are issued by the Commission to 
any person who offers in return gold or British legal tender 
equal to the face value of the notes received, and to any 
of the eight banks issuing the consolidated notes which 
offer bank drafts payable in London or British Government 
securities. 

Such are the chief features of some of the paper money 
systems of the world. We have, however, not yet finished 
with paper money. Wo have still to consider two other 
t 3 *pes which, though they do not pass from hand to hand os 
freely ns bank or Government notes, arc ver)' important forms 
of paper media. They are the cheque and the bill of exchange. 
The cheque is of paramount importance in Britain, and is, as 
already stated, far more frcquentlj’ used in business transac- 
tions than the note, while it is gaining in popularitj’ in other 
countries, particularly in America. The bill of exchange, on 
the other hand, is in universal use. 

Both the cheque and the bill of exchange are negotiable 
instruments, that is to say, thej'' can be legally transferred 
from one person to another, by delivery and indorsement. 
The bill of exchange is the customary form of making inter- 
national payments, and is defined by British law as “ an 
unconditional order in writing addressed by one person to 
another, signed by the person giving it, requiring the person 
to whom it is addressed to pay on demand, or at a fixed or 
determinable time, a sum certain in money to, or at the order 
of, a specified person or to bearer." It therefore differs from 
a cheque because it may not only be drawn on a bank but abo 
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on a mercantile firm, a merchant, or any other person. The 
following shows the usual form — 

£2000. London, June 30. 1927. 

Time months after date pay to John Johnson, or order, 
the sum of Ttco thousand pounds Valuo received. 

To Messrs. Thomas Robinson & Co., 

Liverpool. Robert Smithson. 

In this example Robert Smithson is the “ drawer.” He has 
drawn the order on Messrs. Thomas Robinson & Co., and this 
firm is termed the “ drawee,” while John Johnson is termed 
the “ payee,” who is to be paid the £2,000 by the “ drawee ” 
three. months after the date of the bill. The payee, however, 
would probably immediately sell the bill to a banker, or bill 
broker, for less than its face value, say, £1,980 in the above 
instance, and the buyer would then hold the bill until it was 
duo for payment. This is what is termed discounting the bill 
of exchange. We shall return to this instrument in a subse- 
quent chapter.'*- 

Now a cheque is also a bill of exchange, but it is a bill drawn 
by a person on a banker only, the drawer cither having 
previously deposited money in the banker’s charge, or having 
been allowed by the banker under a previous agreement and 
on the strength of certain securities to draw such cheques up 
to a certain sum, which is the banker’s method of advancing 
money to a customer, or, in other words, of granting a customer 
credit. The money placed in the banker’s care may be coin, 
notes, cheques, which the depositor has received from other 
persons as debt settlements, bills of exchange, and, also, in 
Britain, postal orders and post-office money orders. Cheques 
can be drawn up to the maximum of such deposits ; if the 
banker allows the customer to exceed this maximum on the 
strength of securities, then the' customer is said to receive 
an overdraft. 

But p,lthough the cheque is recognised by the Bills of 
, * Chap. XIX., infra. 
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Exchange Act of 18S2* as a bill of exchange, there ate certain 
important diSercnces. A cheque is always payable on 
demand, but the holder of a bill of exchange may have to wait 
a certain number of months before he can demand payment. 
Thus, ns Jlr, Hartley "Withers has stated, “ the clement of 
time is the real outstanding quality in the bill of exchange 
which separates it from the cheque. 

But there is also another important difference. The cheque 
is taxed at the same rate whatever the amount of the sum it 
Topresonts. It therefore has to bear a stamp, the price of 
which wasraised from Id. to 2d. in 1918^. The bill of exchange 
also has to bear a stamp, but its price varies with the amount 
of the bill, and there is a legal scale of charges, c.g. under 
£10, 2d.; £10 to £25, 3d. 

The increase in the price of the cheque stamp has un- 
doubtedly not only prevented people of small moans opening 
up a bank account, but has to some extent restricted the use 
of cheques for payments of small sums among those who are 
fortunate enough to possess such accounts. This in turn has 
increased the use of notes and coins, a result which has been 
duly noted by the bankers. Indeed, some of the most 
prominent British bankers have strongly advocated that the 
cheque stamp should be reduced to the old charge of a penny, 
while some, notably Sir Drummond Fraser, have urged its 
total abolition. 

And there are, of course, strong reasons for this reduction 
if not for the abolition. A reduction would certainly increase 
the banking habit ; a greater use of cheques would reduce the 
use of coin and notes, and result in a bigger mobilisation of 
credit for the benefit of trade. It is therefore not surprising 
that one of the “ Big Six ” English banks recently attempted 
to encourage the banking habit among people of small means 
by introducing a plan for doing away with the cheque duty 

^ 45 and 4G Viet, c, 61. * of p. 3S. 

5 By the Finance Act of that year, 8 and 9 Geo, V. c, 15, section 
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on small payments. Its customers were supplied free of 
charge with “ books of receipts " containing a number of 
forms for the payment of sums under £2, and wliich did not 
require to be stamped. These “ receipts ” were very similar 
in appearance to cheques, and were worded thus — 


This receipt must only bo used tor nmoimts under £2. 

021 19.... 

Received of 

SltnuANo Bank Limited. 

Branch 


tho sum of 

at tho debit of (",‘p account 

£. 


{Signature) 


Immediately receiving tho popular name of “ chcquolcts ” 
they actually functioned for a brief period in 1927, and could 
be presented for payment at the branch on which they were 
drawn, or handed to a tradesman or other creditor in settle- 
ment of debt. In this way, if, of course, we possessed an 
account at the Midland Bank, we could have paid our green- 
grocer, our purveyor of meat, out baker, and our tobacconist 
such small sums as 2s. 6d., Ss., or lOs., just as simply as in 
coin or in notes. 

Indeed, these receipts were not entirely a novelty when 
introduced by the Slidland Bank for they had previously 
been used by some of the Bngbsh provincial banks, only, 
however, for provincial drawings, and when thus used were 
not regarded ns legally transferable. Therefore when this 
groat bank proceeded not only to use them instead of coins or 
notes as payments to traders but also as negotiable instru- 
ments, the Commissioners of Inland Revenue decided to 
initiate a test case (Midland Bank v. Commissioners of Inland 
Revenue) in the King’s Bench Division, which came before 
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Mr. Justice Rowlatt, who decided that “ chequelets ” were 
really bills of exchange and were therefore taxable under the 
Stamp Act of 1891. They were thereupon withdrawn. 

The cheque is really an offspring of the bill of exchange. 
The latter instrument was in use in England at least two 
hundred years before the former was thought of. The early 
history of the bill of exchange is wrapped in obscurity ; we 
do not even know when it was first used in England. There 
are, however, records of its use in London in the early years of 
the fourteenth centurj', and it was undoubtedly in use in at 
least one European country long before this. It was not, 
however, until the seventeenth century that cheques drawn on 
a banker were first used in England. Child’s Bank, now 
amalgamated with Messrs. Glyn, Mills & Co., possesses the 
earliest known specimen which is dated 1670. 

It appears that cheques were from the very outset regarded 
by the traders of Stuart England as bills of exchange. 
Therefore, as it was the custom of these traders to transfer 
bills of exchange from one to another, the cheque was, 
immediately it appeared, recognised under the “law of 
merchants" as a transferable instrument. The early cheques, 
or “ drawn notes " as they were then called, were not 
stamped, and were simply small slips of ordinary paper on 
which the depositor wrote an order to his banker to pay 
a certain sum to another person. A cheque can still be made 
in this Way provided that the maker affixes to it a 2d. stamp. 

The cheque originated in England in the system of private 
banking conducted by the goldsmiths of later Stuart times, 
and so also did the bank note. “ Some ingenious goldsmith,” 
declares Mr. Hartley Withers,- “ conceived the epoch-making 
notion of giving notes, not only to those who had deposited 
metal, but to those who came to borrow it, and so founded 
modern banking.” But as the goldsmith bankers, the Bank 
of England, and the metropolitan and provincial banks that 
’ 54 and 55 Viot. c. 39. ' The Meaning of Money (1910 edition), p. 24. 



CHEQUE STATISTICS. 


193 


weio established in the hundred years following the foundation 
of the Banlc of England, all issued their own notes, the use of 
the cheque did not make any striking progress until the 
nineteenth century. Its popularity was greatly increased by 
the Bank Charter Act of 1844,^ which, as we shall see, forbade 
the foundation of any new banks of issue and strictly limited 
the notes of those banks that possessed the right of note issue. 
By this time, however, it had become quite evident to the 
trader that the cheque was far superior to the bank note as a 
means of remitting payments. Therefore it is not surprising 
to find a number of British legislative measures, such as the 
Bills of Exchange Act of 1882,® making the cheque a still 
better instrument by increasing its safety. 

The enormous increase in the use of cheques in England is 
shown by the vast number that annually pass through the 
London Bankers' Clearing House, an institution which we 
shall return to later. In 1868 the total was £3,425,000; in 
1914 it was £14,659,000,000; in 1918 £21,197,512,000; in 
1927 £41,550,541,000 ; and in 1937 £42.686,309,000. 

It is obvious from these figures that one outstanding result 
of the war was a big increase in the use of cheques. This was 
due in the first place to an enormous increase in deposits. The 
Government raised huge loans and the money thus raised was 
paid to its creditors, who in turn deposited the sums they 
received in the banks, and therefore had the right to draw a 
much larger number of cheques. In the second place the banks 
themselves allowed customers who oSered good security to 
draw cheques in excess of their deposits. Big overdrafts were 
of frequent occurrence during the war period ; the banks in 
this way greatly extended their credit. “ So the banks which 
work with cheque-books,” states Mr. Hartley Withers,® 

“ create credit and put money into circulation by giving to 
those who borrow from them a credit in their books, and 

1 7 and 8 Viot. o. 32. ’ 45 and 46 Viot. o. 61. 

’ Money (1927), p. 39. 
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supplying them with books of cheques which they can draw 
in payment for anything they want to buy.” 

Now these big overdrafts allowed by the bankers were one 
of the causes of the great rise in prices in Britain during the 
war period. “ By continuous lending,” hli. hIcKcnna tells 
us,^ the banks can force up prices. Equally hy continuously 
refusing to lend and restricting the amount of purchasing 
power banks can force down prices.” The increased use of 
cheques as a result of an extension of credit, and the big issues 
of Treasury notes, were two of the great factors which brought 
about that phenomenon popularly termed iuflation, but which, 
strictly speaking, should he termed monetary inflation. 

It is thus clear that the monetary disease of inflation may 
arise either through an increase in the issue of paper money or 
through an extension of credit by the bankers. In, however, 
countries other than England, such as France, where the cheque 
system is not popular, inflation is primarily due to an excess 
of paper money. This excess is accompanied by an extension 
of credit, but not by a corresponding increase in prodnctioii. 
Therefore, it may be stated that there is too much “paper” 
in relation to commodities produced. “ It is important to 
note,” writes Professor Kirkaldy,- “ that an expansion in 
bank credit is not in itself an economic evil, for bank credit 
is absolutely essential to modem production. It is only when 
increased credit is not accompanied or followed in the near 
future by increased production (in quantity) that economic 
evils arise.” 

The amount of commodities produced in a particular 
country greatly affects the progress of an inflationary move- 
ment within its boundaries. Therefore, when a country 
, suffering from inflation starts to reduce its paper money, and 
its bankets commence to reduce their credits, the production 

^ In tlic address on '* Banting ” already referred to, 

* British Finance, 1014-21 p. 275. 
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of commodities must nlso lie incre.i.scd in order tlmt the 
process of deflation may more rapidly ensue. 

Such is a brief account of the dangerous disease of inflation 
and its remedies. But there arc two other diseases of money 
which also merit some attention. Thc.se, however, are con- 
fined to metallic money and arc known n.s deba.semenb and 
deterioration. 

Dcba.semcnt i.s a lo.s.s of purity or “finencs.s” in a coin a.s 
•a re.sult of an oxce.s.s of alloy. Lowering the quality of the 
metallic content of silver coins has often been practi.sed by 
English monnrehs. Tlie debasements of the coinage in Tudor 
times are outstanding events in the liistory of Engli.sh currency. 
During the reign of Edward VI., for example, three ounces 
of pure .silver and nine ounces of alloj' were coined into £.3 12s,, 
of current coin of the realm. A more recent debasement of the 
British silver currency under the Coinage Act of 1920, which 
debased the silver coins from 925 fine to 500, we have already 
referred to. 

Deterioration means a lo.ss in the legal weight of a coin 
either through genuine wear and tear or through illegal 
clipping or filing. Clipping was particularly fashionable in 
England in the seventeenth century, and was one of the 
practices of the goldsmiths whenever bullion became dearer 
than coined money, and therefore the export of bullion 
became a very profitable occupation. But though the 
sovereign is not now circulated it is interesting to note that 
under British law this coin is allowed, when in circulation, to 
decrease in weight from 123'27447 to ]22'5 grains. What is 
technically termed "the least current weight” of the Britii;}) 
sovereign is therefore ]22'5 grains (troy). 

We must distinguish between the debasement or deteriora- 
tion of a coin and the altering of a coin’s value by Royal 
Proclamation. Thus in Henry VlII.’s reign, the value of an 
ounce of gold %vna enhanced under such proclamations from 
forty to forty-eight .silver shilling.s, while the silver coins were 
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struck at tlic old purity but of diminished size. This is 
sometimes referred to as a debasement of the coinage, but 
there was really no alteration of the fineness or quality of the 
metallic content. 

SUMMARY OF CHAPTER XV. 

Paper Money Systems o£ other Countries. — The chief features of some 
of the important paper money systems may bo tlins briefly summarised — 

(1) Tht United StateJs: possessed seven types of paper money: gold 
certificates, silver certificates. United States notes (“greenbacks”). 
Treasury notes of 1890, National bank notes. Federal Reserve bank- 
notes, Federal reserve notes. Since 1933 various changes have taken 
place in the American currency system. The present circulation consists 
of Federal reserve notes. United States notes, silver certificates, and 
some Treasury notes, 1890. 

(2) France: a system of partial deposit. The Bank of Franco has a 
monopoly of note issue, and under the Stabilisation Act of 1928 it had 
to keep a minimum reserve of gold coin and bullion equivalent to 35 
per cent, of " the combined total of notes in circulation and of the credit 
balances of current accounts.” The franc ba,s recently been devalued. 

(3) Qermany : tho ro-constituted Rcichsbank has, u-ith the exception 
of the limited rights of certain minor banlcs, been granted a monopoly 
of issue. Tho notes of tho Reiohsbank are backed by gold and 
" dovisen ” up to 40 per cent, of the total in circulation. 

(4) Italy : tho Bank of Italy is tho solo note-issuing bank. It must 
keep a metallic backing — three-quarters of which must bo gold — of 528 
million lire, and tho maximum issue of notes must not exceed 8,000 
million lire. 

(5) Holland : tho Netherlands Bank possesses a monopoly of note 
issue and was compelled to keep a metallio backing of 20 per cent, of 
the total circulated. 

(6) Australia : the Commonwealth Bank of Australia possesses a 
monopoly of note issue. A gold reserve of 25 per cent, of the total 
amount of notes in circulation must bo kept. 

(1) Canada : eleven chartered banks possess the right of note issue. 
The Dominion Government issues legal tender notes. Notes can bo 
issued up to tho amount of each bank’s paid up capital without any 
special security except the assets of the issuing bank. A bank exceeding 
this Urnit must secure all additional notes with deposits of gold or 
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Dominion Govornwent legal tondei notes. Dominion notes have a 
partial gold backing. 

(8) Irish Free State : possesses two types of paper money under the 
control of a Curroaoy Commission — 

(1) Consolidated bank notes issued by eight Dish Free State banks, 
each of which has to provide certain approved p.aper seonritics for the 
amount of its issue. 

(2) Legal tender notes issued directly by the Commission to any 
person offering gold or British legal tender, end to any of the eight 
banka offering as security bank drafts payable in London or British 
Govornment Securities. 

The Bill of Exchange. — ^The Bill of exchange is defined by British law 
as '* an unconditional order in writing addressed by one person to 
another, signed by the person giving it, requiring the person to whom 
it is addressed to pay on demand, or at a fixed or determinable time, a 
sum certain in money to, or at tho order of, a spooified person or to 
bearer,” Discounting a bill means the selling of it to another person 
for less than its face value. 

The Cheque. — ^Tho cheque is really a bill of exchange, but can only be 
drawn on a bank, whereas the bill of exchange can bo drawn on a bank, 
a mercantile firm, a merchant, or any other person. The cheque is 
taxed at the same rate whatever the amount it represents, but the bill 
has to bear a stamp which varies in price with the amount. 

A form of receipt termed a chcqnelot was introduced by the Midland 
Bank in 1027. It was declared illegal and was therefore discontinued. 

Cheques were first used in England by tho goldsmith hankers, and 
were originally termed “ drawn notes.” 

Tho returns of tho London Clearing House are evidence of the 
enormous increase in tho use of cheques in England. This inoroaso is 
due to — 

(1) An increase in deposits, 

(2) The hankers allowing their enstomers to draw cheques in excess 
of their deposits (i.e. the granting of overdrafts). 

The Diseases of Money. — ^Tho granting of overdrafts or extension of 
credit leads to ixjialion. InQntion is also caused by excessive issues of 
paper moiioy, and by a decrease in production. It is one of the diseases 
of money. Other diseases of money are — 

(1) Dtbastment, which is loss of purity or '* fineness.” 

(2) Vdtrioration, which is a loss in tho legal weight of a coin. 
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“ When tve speak of the appreciation of gold, what we moan 
is, that in the countries using gold ns the standard money, the 
general level of prices hos become lower ; in other words, 
that a given gold coin or a certain weight of standard gold will 
liurchoEO more commodities— or conversely, that commodities 
will bring fewer pieces of gold.” — ,T. S. Nicholson, Money and 
Monetary Problems. 

Of the diseases of money which we have just discussed 
inflation is undoubtedly the most serious. We cannot, there- 
fore, dismiss such a phenomenon with a cursory examination ; 
its nature and extraordinary effects merit a more detailed 
analysis. 

A great deal has been written about inflation and its 
remedies since the close of the war, and a great deal will be 
written about this phenomenon in years to come. It is the 
problem of what the economist terms the ” depreciation ” of 
money, which must be carefully distinguished from the 
debasement and deterioration — the depreciation through loss 
in purity or in weight — of the metallic content of coins which 
has already been explained. Paper money costs very little 
to produce, therefore, though many notes get soiled and are 
mthdrawn from circulation we do not say that 'they have 
depreciated in content. By the depreciation of money — 
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cither paper or nietalHc — wc mean a ioweriiig of purchasing 
power, and hy appreciation an increase in purchasing power. 
In other words, depreciation means that tlie general level of 
prices has become higher, and appreciation that it has 
become lower. 

The evils of inflation are many. “ The primary outetonding 
evil of unstable money,” states Professor Irving Fisher,* “ is 
its disturbance of loan contracts. When there is inflation 
and prices rise the creditor loses and the debtor gains. When 
there is deflation and prices fall the debtor loses and the 
creditor gains.” The rise in prices which accompanies inflation 
results in manufncturor.s, wholesalers, and retailors obtaining 
large profits during the rise simply by holding their stocks, which 
rapidly increase in market price. The enhanced profits of the 
capitalists and the increase in the cost of living result in social 
discontent and labour troubles. Costs of production quickly 
increase, an effect of inflation which is particularly detrimental 
to a country’s trade, because it becomes increasingly difficult 
under inflationary conditions to compete cfTectivcly in the 
markets of the world. Wages rise, or more accurately, the 
nominal rate of wages rises, not the purchasing power or real 
income, but not so quickly as prices. And when deflation 
ultimately sets in, and prices begin to drop, wages again lag 
behind, a result which leads to unemployment. “ Labour,” 
declares Professor Kirkaldy,' “ becomes so imbued with the 
money rate of wages, and not the real purchasing power, of 
same, that discontent and strikes invariably arise later when 
the inevitable reaction in prices occurs and the increased 
wages cannot be maintained on economic grounds.” The 
artificial prosperity which accompanies inflation undermines the 
economic life of a country and often loads to thoughtless 
extravagance, particularly among the profiteers. 

* In an address to t!io School of International Studies at Geneva on 
“ The Evils of llnstahlo Money,” August 1927. 

* British Finance, i914-Sl, p. 28B. 
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Hence when we spenk ol the deflation of an inflated currency 
we mean its “ appreciation ” or the increase of its purchasing 
power. Now, an increase in the purchasing power of monej'' 
is the same thing as an increase in the value of money. And 
here we may appropriately discuss what baa been termed the 
quantity theory of money, but in so doing we shall have to 
make use of what has previously been said about the theory 
of value, for the theory of value applies just as much to money 
as to any other commodity. 

In its simplest form the quantity theory of money may be 
explained as the theory that general prices vary in proportion 
to the quantity of money in circulation. But there is a groat 
deal more in the theory than this. lYe have already seen 
that the purchasing power of money may be measured by 
means of index numbers, and we have also seen that we may 
appreciate money by not only reducing the quantity of actual 
money in circulation but also by decreasing bankers’ credits 
and by increasing output. It is therefore clear that monetary 
deflation, or, in other words, an increase in the value or 
purchasing power of money, may be brought about by certain 
important factors other than the reducing of the total amount 
of metallic and paper money in circulation. A country may, 
indeed, “ appreciate ” its money simply by increasing its 
output of commodities even if it does not decrease the quantity 
of money in circulation. 

Thus when economists explain the quantity theory of money 
they take into account other factors besides the actual 
quantity of money in use, and consequently, they do not 
attribute a rise in prices solely to an increase in the amount of 
money in circulation. They also take into account the 
rapidity with which money circulates, and the efiects of 
hoarding. Money which circulates very quickly, which 
changes hands with great frequency, affects prices much more 
than money which only changes hands occasionally. Rapid 
circulation tends to increase prices, while hoarding, of course, 
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lessens the actual quantity in use and therefore tends to lower 
prices. 

The value of commodities other than money is expressed 
by their price, but in the case of money its value is ex- 
pressed in terms of other commodities. The value of money 
is the quantity of other commodities for which it can be 
exchanged, that is to say, its purchasing power. It is, 
however, quite correct to speak also of the price of money, 
which may mean, in a money market the current rate of 
interest at which loans may be obtained, or the current rate 
of discounting bills of exchange. It is customary for bankers 
and traders to talk of the “ value ” of money when they 
meau this to be its market “ price,” and not its purchasing 
power. We cannot apply the term price to money in the 
same way as we apply it to other commodities, for in the 
latter case price is, as we have seen, a money measure of 
value. 

Clearly then, if the quantity of money remains stationary 
and the supply of commodities , increases money will 
appreciate, while, on the other hand, if the quantity of money 
increases and the supply of commodities remains fairly station- 
ary or decreases, money will depreciate. 

But we have not yet finished with the problem of infla- 
tion. Let US consider the case of Britain, for example, where 
large sums of money are paid by the Government twice 
each year, on June 1 and December 1, as interest on the 
immense loans raised for carrying on the war. If, say, 
£50,000,000 is disbursed in this way on one of these dates, 
will not such a sudden increase in the quantity of money 
decrease its purchasing power 1 Will it not upset any attempts 
that may be made to gradually deflate 1 

These are very important questions concerning a section 
of monetary economics which to most people is an unexplored 
field. Under ordinary circumstances a sudden increase of this 
nature in the quantity of money would, other things remaining 
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tho same, result in n certain amount of inflation. But iu 
Britain, thanks to the activities of the Bank of England, any 
tendency to inflation after such big payments of intcre.st 
is now counteracted in a very interesting way ; not one of the 
recent disbursements has in any way interfered with the 
pound sterling’s recovery. 

The Bank’s activities to prevent any inflationary ten- 
dencies after these disbursements arc rendered ea.sicr because, 
in the first place, the date of the disbursement is known in 
advance, and, in the second place, because the Britisli 
Treasury always gives the Bank any assistance that it may 
need. The Bank of England’s big problem on these occasions 
is the elimination of the inflationary effects of the periodical 
payment of tho Wat Loan interest, an o]icration which is 
carried out by means of a monetary instrument termed a 
Treasury bill. In order, therefore, to understand mote clearly 
what exactly happens wc must first of all examine this par- 
ticular instrument. 

Treasury bills are said to have been invented by Sir. Walter 
Bagehot,^ the famous author of that classic description of the 
London Money Market, entitled, Lombard Sired. In 1877 
Bagehot urged the British Treasury to borrow money for 
short periods and to issue bills as security. This has been 
done regularly by the Treasury since 1877 ; previously it had 
been done, since 1696, by the Exchequer by means of the 
Exchequer bill which, however, is a different type of monetary 
instrument, for it carried interest, represented small sums 
such as £5 or £10, was always issued at its face value, and was 
passed freely from hand to hand. The British Treasury hill 
is never issued in denominations of less than £5,000, and never 
singly. The date of repayment is always given on the bill 
itself, which is of the following form ; — 


^ Walter Bagehot (1826-77), economist and man of letters, was the 
editor of the Economisl from 1860 to 1877. 
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Duo IStli March, 19 

Tbeasoby Biti. 

Per Acts 40 Viet., c. 2 and 62 Viet., o. 6. 

London, IStU, Deo., 19 

A 

001706 

£0,000 

THIS TBEASURY BILL entitles or 

order to payment of FIVE THODSAED POUNDS 
at the Bank of England out of the ConEoIidnted 
Fund of the United Kingdom on the ISth day of 
March, 19 


Secretary to His 

Majesty’s Treasury. 

Between April 1915 and April 1921 these bills were issued 
at fixed rates of discount, but since the latter date the old 
method of alluring potential lenders to tender for the bills 
has been used. When an issue is impending an announcement 
is insetted in the London Gazette, inviting tenders, say, for 
£40,000,000 worth of bills, which arc divided up, among, or, 
in the language of the London Money Market, “ allotted to,” 
the various tenderers whose prices arc highest, and for this 
redson the rate of discount under which the tenderers secure 
the bills varies. 

During the war period, and just after, British Treasury 
bills were issued in large numbers, and were one of the causes 
of inflation, as the following figures will show. In December 
1914 the total issued was £99,000,000 ; in December 1917 it 
was £1,058,000,000 ; and in December 1920, £1,102,000,000. 
The loans are quickly repaid, usually within a few months, 
when the bills are said to mature, therefore the debt is said to 
be " unfunded ” or “ floating ” ■, and as in the case of War 
Loans the money raised is paid to Governmental creditors who 
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pay what thay receive into the banks, thus svrelling their 
deposits and giving the bankers further command over 
purchasing power. 

From December 1920 the issues of British Treasury bills 
have been reduced, a reduction which was carried out rapidly 
up to December 192.3, since when, though there has been a 
slight dccrc.ase, the total has not varied very much, and this 
is evidence of the British Government's attempt to keep 
prices fairly stationary. The Treasury bill is used in many 
countries.* It has never been used in Britain as legal tender, 
but it is interesting to note that such .an instnimont was made 
legal tender in Germany during the war period. 

The British Treasury bill is issued on behalf of the Govern- 
ment by the Bank of England ; the disbursements of interest' 
on War Loan are also made by the Banlc on behalf of the 
Government. Now the Bank, by inviting tenders for a larger 
number of Treasury bills than the average issue just before a 
big disbursement of War Loan intcre.st is due, draws in money 
before the Government pays out. Or, in other words, the 
Bank is said to “ tighten up ” money before a disbursement, 
and, of course, in this way it manages to decrease the quantify 
in circulation, for Treasury bills are very popular in the City 
of London and are quickly bought up. Thus docs the Bank 
counteract the tendency to inflation when the Government 
pays its interest on War Loan. 

It is therefore quite evident that the Bank of England is 
partioularly clover in the way it manages the issues of Treasury 
bills. But it has another device in connection with these bills 
which, like the one just discussed, always operates successfully. 
A short time before the disbursements arc made it invariably 
shows great eagerness to buy up the bills already issued which 
ate nearly due for payment. The more it buys, of course, the 
more money there is in the London Money Market to invest 

'In Trance, for instance, there has been a great deal of inCation by 
means of Treasury bills or Eons de la Ddlensc Nationale. 
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in the increased number of Treasury bills which are issued 
just before the disbursements, and so quickly are the new 
bills taken up that money becomes “ tight ” before the 
Bank proceeds to pay out the big amount of half yearly 
interest to the many thousands who financed Britain during 
the war. 

Wo must now summarise the various danger signals which 
indicate that a country is over-issuing its paper money, and 
of which there are at least five. Prices begin to rise. Gold 
begins to disappear from circulation. Gold itself begins to 
rise in price, a rise which is due to the fact that the traders of 
those countries, which deal with the country possessing an 
inflated currency, demand gold in payment for the commodities 
which they sell, and this increased demand for gold immedi- 
ately enhances its price. Tliis in turn results in what is termed 
a lowering of the rate of exchange, a phenomenon which will 
bo examined in a subsequent chapter, ^ but which, in the 
meantime, may briefly bo described as a lowering in the 
foreign purchasing power of the money of the country which 
is suffering from inflation. Finally, if in a country with an 
inflated currency gold still circulates alongside of the paper 
money we may have a duplication of prices, a gold price and 
a paper price for the same commodities. 

The over-issue of paper money during the war reached 
colossal dimensions, particularly in Germany. In pre-war 
manuals of economics the two classic instances of inflation 
usually discussed were the well-known " assignats ” of France, 
and the “ greenbacks ” of the United States. The “ assig- 
nats ” were issued by the French Revolutionary Government 
of 1789-94 up to a total of 45,000,000 francs, and were 
secured by landed property which this Government had 
confiscated. They were from the outset over-issued, and in 
1796 a 100 franc note was only worth 7 cents. The “ green- 
backs ” referred to are not the modern United States notes. 

' Chap. XIX„ infra. 
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which arc popularly called “ greenbacks,” but those issued in 
1862 during the American Civil War. By 1864 these particular 
notes were worth 47 per cent, ol their lace value, and a little 
later only 35 per ceuL 

Both these famous issues, however, pale into insignificance 
when compared with the German war issue, which will be a 
classic instance for the economists of the future to discuss. 
The efiects of such unlimited inflation are now well known. 
They were analysed in 1923 in a special Beport prepared with 
great care by Colonel J. W. F, Thelwall, the British Commercial 
Secretary at Berlin, and published by the British Department 
of Overseas Trade. Colonel Thelwall emphasises that this 
colossal inflation resulted in the complete destruction of State 
credit, in the confusion of State finance, and in a great 
scarcity of credit facilities and a consequent high rate of 
interest. Furthermore, he points out that, when the German 
inflation was greatest, instances occurred of local authorities 
raising loans based on the value of rye, wheat, or coal, thus 
dispensing with the cKtraordinarily depreciated mark as a 
measure of value. The State of Mecklenburg, for example, 
raised a 40,000 cwt. rye loan at 5 per cent. It issued certifi- 
cates for i, 1, 2, and 5 cwt., and feed the annual interest on 
a certificate for 1 cwt. (100 German lbs.) as the equivalent of 
5 lb. of rye in money. 

No loans of this nature have been raised in Great Britain 
during or since the war. Nor was there such colossal infiation. 
Compared with Germany, or Austria, or Poland, the extent of 
the inflationary movement in Britain was comparatively 
small. The dollar equivalent of the British pound sterling in 
the Dnited States never even dropped 50 per cent., while 
after the war the British Government gradually restored the 
pound sterling’s purchasing power, until in the latter part of 
1927 it was worth in the United States slightly more than 
the dollar equivalent of twenty shillings. 

This brings us once more to the problem of deflation. How, 
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for example, did Great Britain manage after the war to 
increase the purchasing power of the pound sterling 1 Or, in 
other words, whnt methods were employed between 1919 and 
1927 to bring down the general level of British prices 1 And 
this in turn leads to what is termed the stabilisation of prices, 
the bringing of prices down to a certain level and keeping them 
for a lengthy period somewhere very close to this level by avoid- 
ing, on the one hand, inflation, and, on the other, deflation. 

First of all, as has already been stated, Great Britain greatly 
decreased the amount of Trea.sury notes in circulation. The 
regularly published Currency Note Bedemption Account 
shows that these notes went on increasing in number even 
after the end of the war. In 1919 the number in circulation 
exceeded £367,000,000, but since the beginning of 1921 there 
has been a steady decrease. On March 30 of the latter year 
the number amounted to £343,000,000 ; by March 20, 1923, 
the total bad dropped to just over £285,000,000 ; and by Feb- 
ruary 24, 1927, to just over £280,000,000. 

In addition, bank credit was decreased, the output of 
commodities was increased, and war debts were honourably 
met, and as a result the world’s confidence in the pound 
sterling was gradually strengthened. Ultimately, in 1925, 
Mr. Winston Churchill, the British Chancellor of the Ex- 
chequer, announced in his Budget speech that the British 
Government had definitely decided to return to the gold 
standard. 

It was not, however, without a great deal of careful con- 
sideration that the British Government decided upon this 
step. In 1918 the famous Select Committee, of which Lord 
Cunliffe was chairman, had reported that, while the obligation 
to pay gold on demand should be maintained, it was not 
necessary or desirable that there should be in Great' Britain 
an early resumption of the internal circulation of gold. Four 
years later the Financial Commission of the Genoa Conference, 
under the chairmanship of Sir Kobert Horne, recommended 
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that there should be a return as soon as possible to the gold 
standard, and that the countries of Europe should aim at 
stability in the value {t.e. purchasing power) of their money. 

There are two methods by which a country may stabilise 
its currency. It must either attempt to return to the old 
standard, to the old gold or silver coins of the same name and 
purity, or it must, as it were, start afresh and introduce a 
new gold (or silver) standard by issuing new gold (or silver) 
coins bearing the same names as the old coins but containing 
a lesser metallic content. The latter process is termed 
devaluation ; the former, is, of course, deflation. 

Thus if Great Britain had attempted to stabilise prices when 
the post-war purchasing power of the sovereign was, let us say, 
only equivalent to 14s., by coining new sovereigns containing 
only fourteen shillings’ worth of gold and by making the paper 
pound equivalent to 14s., the process would be termed the 
devaluation of the pound sterling. This was the plan adopted 
by Boland in 1927, for the accomplishment of which the Polish 
Government raised an external loan of £2,000,000. The 
standard coin of Poland, the zloty, has been stabilised on a gold 
basis with a value corresponding to the average rate of its 
external purchasing power for the year preceding the date of 
the law authorising this change, and under a decree dated 
October 13, 1927,. the zloty was given a gold value equal to 
zloty 8-9141 to the dollar. 

Indeed, even in Great Britain, the question of devaluation 
was carefully examined by a special Treasury Committee 
appointed in June 1924 for the purpose of considering the 
feasibility of an immediate return to the gold standard. The 
idea of devaluating the pound sterling was rejected by this 
committee, because by 1924 the purchasing power of the pound 
sterling, as expressed in the currencies of the chief countries of 
the world, was in all cases almost up to its pre-war level. This 
committee also rejected the proposition that an attempt should 
be made to find a basis for British currency other than gold. 
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Thus Great Britain returned to its old gold standard on 
April 29, 1925, the day alter the Government’s decision to 
return was announced by the Chancellor of the Exchequer in 
his Budget speech. But vrhat docs this really mean ? What 
actually happened ? 

In attempting to nnsner these questions it is necessary to 
remember that there arc really three varieties of the gold 
standard. There arc : (1) the gold exchange standard under 
which a country’s currency is convertible into a foreign 
currency which is based on gold, or, in other words, that it 
can bo changed into gold in the central bank of another country, 
and where the country \Yitli the gold exchange standard keeps 
a reserve ; (2) the gold specie or full gold standard under 
which the paper money of the country concerned is immedi- 
ately • convertible into gold, gold coins arc freely circulated, 
and btilUon is bought and sold in open market without any 
restrictions ; (3) the gold bullion standard, under which 
there is a free market of bullion and the central bank is 
allowed to use its discretion with reference to the buying and 
selling of bullion, but gold coins arc not freely circulated, 
legal tender paper money being the customary medium of 
exchange. The third type was the one adopted in 1925. 

In 1931, as a result of the financial crisis of that year which 
caused a big drain of gold from the Bank of England, the 
British Government decided to suspend the gold standard. 
This momentous decision was arrived at in a Cabinet meeting 
hold on Sunday, September 20, 1931, a decision which was 
immediately followed by the passing of the Gold Standard 
(Amendment) Act on the next day. This Act, as we have 
abeady seen, has suspended the withdrawal of gold by members 
of the public from the Bank of England, which, under the 
Gold Standard Act of 1925, was allowed, proAuded a minimum 
of 400 ounces of pure gold was required. 

In pre-war days the essence of the British system was the 
gold currency. Therefore the return in 1925 to the gold 
, G.E. 14 
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standard as far as Great Britain was concerned did not mean - 
a complete return to pre-war conditions. Then, again, before 
the war British credit expanded or contracted according to 
whether there was, as the result of pa 3 rments abroad, a drain 
of gold. The extension or contraction of credit worked 
automatically. Now, however, there are different causes 
which afiect the British Money Market. Take, for instance, 
the high disbursements of the interest on War Loans which 
occur twice a year, on 1st June and Ist December. One of 
these disbursements amounts to many millions, and this, of 
course, means that the resources of the Money Market are 
suddenly increased by a very large sum. 

Therefore, as all the other British banks keep deposits at 
the Bank of England, and the Bank in its weekly Return 
includes the reserves of the other banks, and also the deposits 
of its other customers, under the heading of “ Other Deposits,” 
this item always increases just after 1st June and 1st December 
each year. It is the size of the “ Other Deposits ” at the 
Bank of England which influences British credit. IVhen 
“ Other Deposits ” increases, then credit may be extended by 
the other banks, for they always regard what they have at 
the Bank of England as cash in hand and on the strength of 
these balances they are able to extend their credit. 


SmniARY OF CHAPTER XVX. 

Inflation . — Inflation means the depreciation ol money, i.c. a lowering 
of purchasing power. Its erils include — 

(1) A rise in prices. 

(2) Increased cost of production. 

(3) An artificial prosperity which leads to thoughtless extravagance. 

14) Social discontent as a result of wages lagging tehind prices. 

When deflation (i.c. the appreciation of money, or the increase of its 
purchasing power) sets in, prices fall and wages again lag behind. TChis 
lends to unemployment. 
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The Quantity Theory of Money. — Tlio quantity theory of money may 
be explained simply as (ho thooiy that general prices vary' in proportion 
to the quantity of money in circnlation. But economists in explaining 
the causes of a rise in priecs also take into consideration such factors 
as tho rapidity of the circulation of money, hoarding, bankers’ credits, 
and tho amount of commodities produced. 

Tiro value of money is tho quantity of other commodities for which 
it can bo exchanged, ».c. tho purchasing power. 

How Inflation Tendencies arc Counteracted in Great Britain. — \Vlien 
a largo amount of War Loan interest is disbursed tho tendenoy to 
inflation is counteraoted by the Bank of England’s operations in 
Treasury bills. 

The Treasury Bill, — These bills are issued by tho British Government 
at a discount to tho highest tenderers. During the war, and immediately 
afterwards, they were issued in very largo numbers, and ^vero thus ono 
of the causes of inflation in Great Britain. Since Dcccmhor 1020 tho 
issues have been greatly reduced. 

Tho Bank of England issues tho Treasury hills on behalf of tho British 
Government, and also diahursos the interest on War Loans. By inviting 
tenders, just hoforo tho intorcst disbursements arc made, for a larger 
number of Treasury bills than usual tho Bank draws in money, i.e. it 
“ tightens up " money before a disbursement, and thus counteracts tho 
tendenoy to inflation. 

The Chief Signs of an Over-Issue of Paper Money. — ^Thoso may bo 
summarised as follows ; — 

(1) A rise in prices. 

(2) A disappearance of gold from circulation. 

(3) A rise in tho price of gold. 

(4) A lowering of the rate of exchange, t.c. a lowering in tho foreign 
purchasing power of tho money of tho country which is suffering from 
inflation. 

(B) A duplication of prices. 

Historic Instances of Over-Issues. — ^Two outstanding instances are — 

(1) Tho Erenoh “ assignats.” 

(2) Tho American “ greenbacks,” Both of these have now been 
eclipsed by such over-issues ns tho German and Austrian during the war. 
Colonel Thclwall’s Report gives us valuable information about the 
results of German inflation. 
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Deflation. — ^How is deflation carried ontT Hotr, for example, did 
Great Britain manage during the post-war years to increase the pur- 
chasing power of the pound stcrUngf The methods adopted woie — 

(1) Decreasing the amount of paper money in circulation. 

(2) Dccre-ising bank credits. 

(3) Increasing the output of commodities. 

The Gold Standard. — ^As a result of the increase in fho purchasing 
power of the sovereign Great Britain decided to return to the Gold 
Standard, f.c. tho pre-war standard, in 1925, a return which had been 
recommended seven years earlier by tho Cunlifle Committee. 

In some countries, however, liko Poland, a new value, less than tho 
pre-war valne, has been given to tho standard coin. This is termed 
devahiation. France, Holland, etc., have recently devalued. 

Three kinds of gold st.andard must be distinguished : these are laiown 

AS-— 

(1) The gold cschange standard, 

(2) Tho gold specie standard. 

(3) Tho gold bullion standard. 

Tlic tliird of these was operative in Great Britain from April 20, 1925, 
to Soplemlwr 21, 1931, when the British Government again snspended 
tho gold standard by passing the Gold Standard (Amendment) Act. 
This was done because of a financial crisis which resulted in big with- 
drawals of gold liy foreign depositors. 

JTo ebuntry to-d.ay is on a gold standard in the theoretical and 
nineteenth century sense. Almost evctywherc, and especially in Europe, 
tho foreign exchanges are controlled in various ways — by clearing 
ngreements, etc. 

[For further dct.afls about Great Britain’s suspension of tho Gold 
Standard in 1931 secAppendix 3, infrt.) 
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BANKS AND BANKING. 

“Lombard Street, Eke the Court of St. James’s, receives 
ambassadors from all parts of the •world." — B. T. Powell, 

The, Evolulion of the Money Market. 

Tliough tlie law of England specifies wfiat bankers are not 
allowed to do, and gives them certain protections in tbe 
course of their business, it does not explain the meaning of 
the term “ bank.” There is no clear definition of a bank in 
English law, but it is interesting to note that the Finance Act 
of 1915^ refers to a bank as an institution “ carrying on a 
bona fide banldng business,” which, of course, is simply 
another way of stating that “ a banlc is a bank.”® Any 
person, whatever his qualifications, is free to establish a bank 
in Great Britain or Northern Ireland. “ It appears,” states 
Dr. Leaf,* “ that it is open to anybody to take out at Somerset 
House a certain document known as a ‘ Banker’s Licence ’ ; 
it is only necessary to pay a fee, and no questions are asked as 
to the character of the business to be carried on under the 
licence.” 

Despite such legal looseness the English, Scottish, and Irish 
banks have developed into the safest in the world. They are, 
as is well known, not so old as certain European banks such 
as those of Genoa, Venice, Amsterdam, and Stockholm, all 

• 6 and G Geo., V., Section 22. 

• The BUls of Exchange Act of 1882 does not mention the term bank, 
but it states that the term banker “ inclndcs a body of persons, whether 
incorporated or not, who carry on the business of bankhig.’’ 

• Banking (102G), p. II. 
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of wbiRfi 'ivrr?' (louri.sliiiip jn>.{i))ifio!i’! when tlif Bas^k of 
Englnofi wftA iij IfiHl. 

Bill thptc wore lianks in Hnglantl oven Befotf tfie eitablisb- 
ment of the Bank of England. English banking, wliinli innst 
lie carefully dislincuished from freottish and Irish keinkinir. 
originnfod in the nctivifie.x of certain merenntiU' mklilleinen. 
such m the broker nml the scrivener, who were inijiortanf 
fmnncinl intcrmcdi.arie.s even in Elin.nbelhan timeii. There are 
documents which prove th.at the scrivener was reCDgni.^i-i! ns 
a keeper of depo.sit.s so early ns the reign of Jame.s I., and 
there arc strong grounds for concluding that lie functioned 
in this way even earlier. Indeed, m a deposit keeper, the 
scrivener a]ipcai3 to have preceded the goldsmith.* 

The goldsmith, however, appears to have Iwen the earliest 
Engli,sh banker to u.sc the prorni.s.sory note, in the first jn.'tance, 
a.s a receipt for nctua! coin dcpo.sitcd. Later, these note.s were 
also issued to the gold.smitb banker’s cu.stomcrs in the fonit of 
loans, and therefore did not rcpre.sent deposits. Then again, 
though the money dc})05itcd was originally payable on 
demand, ns in the modern *' current account ” upon which 
a customer can draw at any lime, the goldsmitli banker was 
soon able to arrange that part ol the money deposited could 
not bo withdrawm unless a certain amount of notice was 
given. This was tho Ircginning of what ia now termed the 
“ deposit account,” under which a customer cannot with- 
draw any money without giving the banker at Ica.st a few 
days notice, often more, according to the agreement decided 
upon when the money is deposited. 

It is quite clear from some of the surviving ledgers of tho 
old goldsmith bankers that these bankers often required six 
days notice before deposits could be withdrawn, and that their 
customers frequently made use of cheques or “ drawm notes.” 

• For further details ahout tho Ucgmtvings of English banking see 
B. D, Richards, The Early History oj Banling in Engtand (1029). 
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tl tljc Bank of England was opened in 1694 both 

Erarln T T ^ goldsmith Were well established in 
Ejland as bankers. The Bank from the outset was ajoint 

I'lrgc number of share- 

as Bank rfr™ 

fheCf exchange. Its notes and sealed bills- 

and in the^‘''“ discontinued-were issued against deposits 
' goldsmiths’ notes, passed 

SheH 1826 the Bank 

Kmamed the only jomt-stock banldng company in England 

wth the power to issue notes, but banks with partners of less 

increased in number and in 
f , , during the eighteenth century and before the end 
ot this century large numbers of English country banks had 
appeared but during the Napoleonic war and the years 
following many of those latter banks failed, 
etore the end of this century, also, the London banks had 
^eatly developed the use of cheques, and, as a result, had 
• decreased their note issues. The provincial banks, 

ehtof? ° “i' lcr hand, made little use of cheques and relied 
Chiefly on their notes. 

chli^ ?"Sland’8 monopoly of joint-stock banking was 

the "^idch forbade 

bfln? ^ of loore tliau six persons for 

purposes, an enactment which was confirmed and 
naril^f 1“ 1826 banks owned by a 
estalS^f persons were aUowed to be 

and a radius of sixty-five miles from London, 

thnt f P* i® interesting to note 

which f English provincial joint-stock banks 

possessed the right of note issue— the Northampton- 
8, and 9 Wm. HI,, c. 20. * trader 7 Geo. IV., c. 40. 
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Bliire Union Bank Lui, — Umt this ri?.hl in Juno K'2G on 
nnialgainfvtion with th<' Kationnl I’rovinousl Bnnk. 

Tlio Act of 1^20 w)\s {ollovfctl jwfvon yoATS hsicr ijv on 
irajwrSAnt Act* which nllowod joinl-stnck hanks to 5'C c#:?al’- 
fished in London ai'.d tfsc f-ixty-hve miles mdius, hut bUcIi 
banks wore not allowc'd to issac notes. The first of the 
Metropolitan joint-stock banks vens the Tjonclon and M «’Bt' 
miu.»ter in 1^1, find il.« cstnbiishment proved to he the 
heginning of .a rcmarknhle development of joint-stock banktnp 
in England, a development which has resulted not only >n 
enormous joint-stock b.anking fimalgamation.s, of which the 
" Big Si.x ” — Barclays, Lloyd.s, Martin.^, the Midland, the 
Xationai Provincial, .and the AVest minster — arc easily the mo.sf 
powerful, but also in the almost complete disapjiearanco of 
the old type of private bank. 

Before, however, the joint-stock movement had made any 
groat progtc-w in English banking the Bank Charter Act of 
1814® was pas-sed, and as this is still the basis of the English 
banking system wo must therefore examine it in sonre detail. 
This famous Act aimed at the extinction of the note issues of 
banks other than the Bank of England. The est.ahlishmont 
of new notc-i.ssning banks wa.s forbidden, while the banks 
then issuing their o\vn paper money were strictly Itmifcd to 
their average circulation for the twelve weeks immediately 
preceding the passing of the Act. The then note-issuing 
banks wore to lose the power of issue upon amalgamation rvith 
another bank or when they ceased to issue through any 
cause, and the Bank of England was allowed to increase its 
own fiduciary issue, which the Act fixed at £14,000,000, by 
two-thirds of the amount of any of the other hanks’ note 
issues which lapsed. 

But this process of c.xlinguishing the note issues of banks 
other than, the Bank of England took a much longer time than 
Sir Eobert Peel and the supporters of the Act of 1844 antici- 
' 3 and 4 Win. IV.. c. 98. * 7 and 8 Vict. o. 32. 
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pated. It was not, as we have seen, until 1921 that the last 
of these note-issuing banks, Messrs. Fox, Fowler, of Wellington, 
Somerset, lost its power of note issue upon amalgamation 
with Lloyds. In the meantime, as the provincial note issues 
lapsed, the Bank of England’s fiduciary maximum was 
gradually increased from £14,000,000 to £18,450,000, at which 
figure it stood when war was declared in 1914. During the 
war, however, although there were several lapsed issues the 
Bank’s fiduciary total was not increased, and it was not until 
about two years after the absorption of Messrs. Fox, Fowler 
by Lloyds that two-thirds of the total of the lapsed issues 
during the war period was added to the Bank’s pre-war 
fiduciary limit, making its total £19,750,000, the amount at 
which it stood when the Currency and Bank Notes Act of 
1928 became law. < 

. Such is the story of the lapsed issues. But the Bank 
Chatter Act contains other features which are of the greatest 
importance. The Act placed the Bank of England itself on 
a better business footing, for it divided the Bank into two 
departments ; Issue and Banking ; and it was enacted that 
a statement of accounts must be issued weekly, the accounts 
of the two departments to be kept separate. Thus was 
originated the present Bank Ecturn, which we have already 
partly examined, and which always appears in the English 
morning newspapers on Fridays, 

The Return is, therefore, divided into two sections : Issue 
Department and Banking Department, and is published in 
the form shown on page 218. 

A glance at the Return will show that we are given a number 
of totals under certain headings, with not much analysis of 
these totals. Take “Gold and Silver Coin,” the metallic part 
of the Bank’s so-called “Reserve.” In the accompanying 
return it is given as £580,467, but, as already emphasised, this 
may, for all we Imow to the contrary, be almost entirely 
composed of silver coins. In " Other Deposits,” which shows 
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THE BAKE OP EKQEAKD BETTOK 

Week ending February 2nd, 193S. 


Issue Depaetmest. 


£ 

Xotes issued : — 

In circnliition 470,694,175 

In banking de» . 
partment ... 49,712, OSS 

Government debt 11,015,100 

Other Government 

securities ... 188,021,697 

Other securities 954,677 

Silver com ... ... S,62C 

Amoimf of fiduciary 
issue ... ... 200,000,000 

Gold coin and bullion 326,407,160 

£526,407,160 

£526,407.160 

Baskiso Hepabtmest. 

Capital 14,553,000 

Rest 3,591,208 

Public Deposits ... 11,404,084 

Other Deposits: 

Bankers ... 111,382,758 

Other accounts 30,590,684 

Government securities 98,078,165 

Other securities: 

Discounts and ad- 
vances 10,478,552 

Securities 18,671,625 

Notes 49.712,985 

Gold and silver coin ... 680,467 

£177,521,794 

£177,521,794 



the total deposits of the Bank’s private customers, a distinction 
is made between the deposits of the various hanks {i.e. their 
reserves) and the deposits of the other private customers. 
This distinction, however, was only introduced into the Eeturns 
after the passing of the Currency and Bank Notes Act of 1928. 

A humorous illustration of the cautious way in which the 
Return is drawn up is given by Dr. Leaf. “ I was discussing,” 
he states, “ the Bank Return with the Governor of the Bank 
during the war, and mentioned that there was only one line 
of it which I thought I understood, ' Gold coin and Bullion/ 
The Governor, with a twinkle in Hs eye, replied, ‘Mr. Leaf, I 
do not think you understand even that-.’ ” 
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The Eeturn itself, therefore, need not detain us long. All 
that is necessary is to give a very brief description of those 
items -which -we have not previously dealt -with, and to compare 
some of the totals in the preeeding Return with the corre- 
sponding items in a pre-war Return. 

The items under the heading “Issue Department” simply give 
us the amount of notes in circulation and the total of the back- 
ing of “Government debt,” “Other Government securities,” 
“ Other securities,” Silver coin,” and “ Gold coin and bullion.” 

In the Banking Department section the first item on the 
liabilities side — “ Proprietors’ Capital ” — is the Banlc’s fully paid 
up capital, and it never varies from £14,553,000. The “ Rest,” 
as pre-viously pointed out, is a reserve fund made up of profits 
which is never allowed to drop below £3,000,000. “ Public 
Deposits ” are the balances of various Government depart- 
ments including those of the Exchequer, the Sa-vings Bank, 
and the Commissioners of the National Debt ; the Bank 
manages all these accounts in its capacity ns the banker of 
the State. “ Other Deposits ” we are already acquainted 
with. “ Seven day and other bills ” are what Mr. Hartley 
Withers terms “ old-fashioned forms of remittance,”^ sometimes 
referred to as “ Bank post bills,” which were introduced in 
the eighteenth century, when Hounslow Heath and Highgate 
Hill were infested with highwaymen, ns a safer means of 
remitting money from London to the provinces than the 
actual transport of gold and silver. 

On the assets side of the Banking Department section the 
item “ Government securities ” includes the Bank’s invest- 
ments in British Government stocks, while “ Other securities ” 
include loans -to its customers and bills discounted. The last 
two items of the assets side of this section form, as we have 
seen, the Bank’s “ Reserve,” or till money to meet any sudden 
demand. These two items are of the greatest importance. 

The total enables us to gauge the Bank’s strength. The 
rThis negligible item bas not appeared lately. 
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proportion which tiie Reserve bears to the big liabilities Imown 
as “ Public ” and " Other Deposits ” is a weeldy index of the 
Bank’s position. In the Return, which we have used as an 
illustration, it will bo noted that the Reserve is about 31 
cent, of the total of " Public ” and “ Other Deposits.” Before 
the war it was regarded as unsafe to allow this percentage to 
fall below 30 per cent., but since tbe war it has often been 
about 20 per cent., a percentage which is not now regarded 
as unsafe. 

The remarkable increase in some of the totals of the Return 
since 19M must now be noted. The following figures are taken 
from the Return dated July 29, 1914, whteb immediately 
preceded the outbreak of war: — “Notes issued,” £55,121,405; 
“Public Deposits,” £12,713,217; “ Other Deposits,” 

£64,418,908. These totals, as will be observed, arc much less 
than the corresponding ones in the specimen Return dated 
February 2, 1938. 

It will thus be seen that the Bank Charter Act of 1844 has 
resulted in wide pubbeity being given each week to the Bank’s 
position, the key to which is the sine of the Reserve compared 
with the size of Public and Other Deposits, As Dr. Leaf 
states: “ The weekly Return is still a most valuable guide to 
the Money Market; before the war it was yet more valuable.”^ 

It must, however, be remembered that the Bank Charter 
Act with all its advantages was suspended during four financial 
crises — 1847, 1857, 1866, and 1914 — when, owing to big 
withdrawals from its gold bullion the Bank was given per- 
mission, by what is termed a “letter of licence” signed by 
tbe Prime klinister and the Chancellor of the Exchequer, to 
exceed its fiduciary limit. But as on three of these occasions 
— 1847, 1866, and 1914 — the panic was quickly allayed it 
was only in 1857 that the limit was for a short time exceeded. 

The Bank of England is the centre of the Bngbsh banking 

* Banking, p. 36. 
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Government and the bank of 
tbe other banl«. It must also bo remembered that just like 
he other banlrs it discounts bills of exchange, and makes 
customers. For these services it makes a 
ertom charge, which it announces each week. Tiiis is Icnown 

as its lowest official 
or discounting bills and for advancing money on finst 
Class securities. 

The Bank rate is higher than the market rate, which is the 
rate of the other banks for loans and for discounting bills, 

_ iilc the market rate, as has already been observed, is higher 
than the deposit rate. Moreover as the Bank rate is fixed 
each week it docs not fluctuate, as the market rate does, in 
accordance with the supply of and the demand for bills. The 
itank rate is fixed every Thursday by the Court of Directors 
ana 18 never changed without the Court’s permission. The 
^ank usually charges half per cent, more for loans than for 
discounting bUls, and it discounts bills for its regular customers 
at the market price. 

Now the importance of the Bank rate of discount lies in 
the fact that a rise or reduction of this rate is followed by 
certain immediate results in the London Money Market. A 
c ange m the Bank rate is usually followed by a change in 
e market rate. Since the war, however, the British 
government, as we have seen, has made much use of the 
•treasury bill for raising short term loans, and as a result the 
price paid for these bills, or, in other words, their discoimt 
rate, is now an important factor in influencing the price of 
money ui the open market. 

But it must be noted that a rise in the Bank rate is still 
eitective in increasing the supply of money. The raising of 
e Jiank rate will attract money from abroad, and will 
mimsh the demand for money for business enterprise at 
ome. Such a rise is always followed by a rise in the deposit 
. and usually by a rise in the market rate. A lowering of 
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the Bank rate irill result in a fall in the deposit rate, and also 
a fall in the market rate accompanied by an increase in 
borrowing by traders. 

The raising or lowering of the Bank rate is, as has just 
been stated, entirely in the hands of the Bank’s directors, 
and in making their decision they are influenced by the state 
of the Eeserve, not so much by its actual total, as by its 
size compared with the size of the Bank’s deposits, the pro- 
portion which it bears to deposits. If this proportion falls 
below a certain point then the Bank rate udll almost certainly 
be raised. There arc, of course, other factors which influence 
the directors such as a drain of gold for debt payments abroad, 
and such payments, particularly in connection with the war 
debt to America, have in recent years amounted to large sums. 

Though, however, the Bank of England is the centre of the 
English banking system it must be remembered that most of 
the English banking business is conducted by the " Big Six ” 
bank amalgamations, each of which possesses enormous 
resources. In the formation of these amalgamations we may 
distinguish two types of fusion: the absorption of a small 
bank by a big joint-stock bank, and the union of two large 
joint-stock banks. 

The chief advantages of big combines of this nature are the 
great convenience to trade arising out of the extension of the 
area served by one big bank, and the larger resources of such 
banks. But there are also certain dangers, the most obvious 
of which are the reduction of competition, and the possibility 
of these powerful combinations developing into a “ money 
trust.” 

As a result of the war, the amalgamation movement in 
British banking was greatly accelerated, and it was during 
the war period that the new type of amalgamation — ^the union 
of one powerful joint-stock bank with another — became so 
prominent. In fact, in 1917 and 1918 there were such striking 
amalgamations of this type that the British Government 
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dccidwl in .Mnrol) 1918 lo appoint n Select Committee “ to 
consider nnd report to what extent, if at nil, nmnlgnmntions 
hetween hanks may n fleet prejudicially tlio interests of the 
industrin! nnd mercantile conminnity, nnd whether it is 
desirable thnt legislation should he introduced to prohibit 
such nmnlgnmntions or to provide safeguards under which 
they might continue to bo permitted.” 

This committee carefully e.xnmined the mnin arguments for 
nnd against bank ainnlgnmations. The mcmbcr.s, wlio were 
well-known bankers and business men, gave particular 
consideration to the possibility of the development of one big 
banking combine or “ money trust,” which would not only 
undermine the central position occupied by the Bank of 
England, but would also place the financial safety of the 
country in the hands of a few individuals operating in the 
interests of the shareholders nnd thus neglecting tlic needs of 
industry nnd trade. The committee, though it did not 
believe thnt there was nt the time any idea of nctuall}'' 
developing a " money trust,” came to the conclusion that the 
tnovcinent had proceeded far enough, nnd thnt the Govern- 
ment should forbid any further amalgamation unless previously 
approved by the Treasury. 

.■Vs a result of this Keport a legislative measure was 
introduced in April 1919 by the Chancellor of the E.xchcquer, 
but the Bill was withdrawn. The British Government has, 
however, since this date, forbidden any further bank amalga- 
mations unless previously approved by the British TrensuryA 

It must be cmphn.siscd that all this amalgamation in 
British banking has been accomplished by fair means. Tliero 
has been no “ squeezing ” of the smaller banks by the bigger 
Ones. Take Lloyds, for example. With the exception of one 

'In 1027 the British Tre.ssury nnlhoriscd ono important amnlgama- 
tion, tliat of tlio Bank of Liverpool nnd Martins and the Lancashire 
and Yorksliiro Bank. The title of the combined institutions was 
shortened to Sfartina Bank, 
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private bank no rival bank has ever been invited to combine 
•with this powerful amalgamation. 

The history of Lloyds may serve ns nn illustration of the - 
progress of British bank amalgamation. From 18C3 this great 
bank has absorbed 53 other banks, and 22 of these since 1903. 
Some of the banks absorbed have been private firms and other 
joint-stock companies. The latter include the 'Worcester City 
and County Banking Company in 1SS9, the Birmingham 
Joint-Stock Bank in the same year, the County of Gloucester 
Bank in 1897, the Liverpool Union Bank in 1900, the Devon 
and Cornwall Banking Company in 1902, the. Wilts and Dor-set 
Banking Company in 19M, and the Capital and Counties 
Bank in 1918. 

Side by side with the great development of amalgamation 
Engli.ih banking has ivitncsscd an enormous incro.sso in the 
number of branch hanks, and also, as already mentioned, a 
remarkahlo growth in the amount of deposits. According to 
the Economist^ the deposits of the joint-stock banks of 
England and Wales (excluding the Bank of England) amounted 
in 1914 to £895,561,000, in 1921 to £1,974,893,000, in 1926 to 
£1,848,174,000, and £2,304,023,463 in June 1937. 

But it must not be forgotten that the joint-stock banks of 
England and Wales include a number of big firms other than 
the “ Big Six,” while there are still a few private banks left, 
one of the latter, Hoare’s Bank of London, dating back to 
pre-Bank of England times. Outside the “ Big Six ” there 
are such powerful and well-known banks ns Messrs. Glyn, Mills 
& Co., Messrs. Williams, Deacon & Co., and the National 
Bank. These and the " Big Six,” together with the famous 
old bank of Coutts & Co., which,' however, is now affiliated 
with the National Provincial, are the ten great member hanks 
of that remarkable institution knorna as the London Clearing 
House. 

The London Clearing House was established by the London 
'Banking Supplement, October 1937. ' 
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private bankers in the seventies of the eighteenth century as 
an instiriition for setting off the claims of various banks 
mthout cash payment. " It remains in its c.ssenco,” writes 
Dr. Leaf,^ “ wliat it was at first, a meeting-place for the 
clerks of the various London banks ; it has only three officons 
of its own, the Principal, Deputy, and Assistant Inspectors. 
The rest of the work is carried out by the staffs of the banks 
themselves.” 

It is here that the cheques drawn in one day, let us say on 
Lloyds and paid by Barclay.s, arc balanced against the cheques 
drawn on Barclays and cashed by Lloyds. If the balance is 
in favour of Lloyds then this bank is credited with the balance 
in the " Clearing Bankers’ Account ” which is kept in the 
Bank of England. Tliis is knowii ns the “ clearing ” of 
cheques ; the amount “ cleared ” in a year is a colossal one. 
The total amount for 1937 was, as we have seen, over forty- 
two thousand million pounds ; a daily “ clearing ” is fre- 
quently over £127,000,000. 

These figures are striking evidence of the development of 
the cheque system in England. The Clearing House has now 
three clearings ; Town, Country, and Metropolitan, apper- 
taining respectively to cheques drawn on the City of London 
offices of the banks, cheques drawn on country banks, and 
cheques drawn on metropolitan banks or branch banks 
outside the area of the City of London. 

It must also be noted that the cheque system is well 
developed in the United States, where there is a simitar kind 
of clearing; but in France the system has not made very 
great progress, and it was not until 1872 that a French 
Clearing House — the Chambre de Compensation — was estab- 
lished in Paris. 

We arc now in a position to examine in more detail the 
organisation of the London Money Market, often termed 

Lombard Street,” because this famous street is its chief 


G. E. 


‘ Banking, p. 245. 
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artery. The centre of the system is the Bank of England. 
Then there are the “ Big Sis ” joint-^tock banks, and the other 
joint-stock banks with head or branch offices in the City of 
London ; the issuing houses, such as Schroders, which 
specialise in the flotation of State, foreign, and company 
loans ; the merchant banks, such as Barings and Eothschilds, 
which are also engaged in the flotation of loans, but whose 
chief business is connected with the accepting of bills of 
exchange, and are therefore known as accepting houses. R is 
interesting to note that the 1924 Czecho-Slovakian Loan of 
£1,850,000 was floated by Barings, Eothschilds, and Schroders, 
and the 1927 Eepnblic of Poland State Loan of £2,000,000 by 
Lazard Brothers & Co. 

Then come the London offices of the banks of the British 
Dominions and Colonies ; the London offices of foreign bante ; 
the discount houses and bill-broking firms, which speciahso 
in the discounting of bills of exchange ; the bullion firms ; 
the insurance companies, which are of great importance 
because they are always investing money, often taking up 
large blocks of new loans, and also because they transact a 
great deal of overseas business and are therefore constantly 
receiving large pa}Tnents from external sources ; the private 
banks, which have almost disappeared ; the savings banks ; 
the Stock Exchange ; the investment trust companies ; and 
the Clearing House which, as we have seen, sets ofi the claims 
of the various banks. 

Such is the structure of the London Money Market which, 
in spite of the setback of the war, is stiU the largest of its kind 
in the world. Some of the features just enumerated, however, 
merit further attention. The merchant bankers, for example, 
who accept bills of exchange and are of such importance in 
international trade, are really not bankers in the ordinary 
sense, for their customers do not draw cheques on them. 
The merchant bankers accept bills on behalf of traders upon 
whom they are drawn and whose names are not well known in 
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the London Money Market. For tliis they receive a com- 
mission, and the bill nrhich they accept, or, in other words, 
become responsible for the payment of by indorsing their 
acceptance on the bill, is regarded as " first class.” If, for 
instance. Barings, or Rothschilds indorsed nn Argentine bill 
it would be discounted in any bank \vithout question. The 
important feature of the merchant banker’s busiuciss consists, 
as Mr. Hartley Withers states, of “ examining the bills put 
before them for acceptance, keeping themselves well acquainted 
with the means and standing of the. drawers of them, and 
giving their acceptance, for n commission, to such paper as 
fulfilled the requirements of their discrimination.”^ 

Then again, the discount houses are another striking 
feature which deserve a more detailed description. These 
firms arc joint-stock companies whose chief business is termed 
bill-broking, a business which is also carried on by a number 
of private firms. Bill-broldng is the discounting, or buying, 
of bills of exchange, their selling, and their holding until they 
are duo for payment. The discount houses and the private 
bill-brokers buy the bills from the merchants, and they often 
sell large numbers to the banks. The best trade bills usually 
pass through the hands of the discount houses and the private 
bill-brokers, but it must be noted that since the war the 
English banks have greatly increased their discounting 
activities. Bill-broldng requires a great deal of skill, and a 
particularly wide knowledge of a pecuUar kind. " The 
discounter,” remarks Mr. Clare,* " must have the financial 
and moral standing of hundreds of commercial houses at his 
fingers’ ends.” 

Furthermore, the business of bill-broking requires a 
great deal of ready money, therefore those that practise 
this profession are big borrowers from the banlcs, and the 
loans obtained for this purpose are always for short periods, 

'■ Meaning of Money, p. -161 . “ A Money Market Primer, p. 142. 
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■what the hanks term “ call money,” because they are liable to 
demand immediate repayment. 

Among the London discount companies there are some very 
wealthy firms such, for example, as Alexanders, the Union 
Discormt Company, and the National Discount Company. 
These companies are big joint-stock organisations, ■which not 
only conduct a large business in mercantile bills, but also in 
British Treasury bills, in recemng deposits for fixed periods 
or at call, and in granting loans upon approved securities. 

Another important section of the London Money Market 
which, in view of its present position and future prospects, 
must be described in some detail, is composed of a number of 
very active organisations specialising in investments, the in- 
vestment trust companies, which have made extraordinary 
progress since the war, and whose operations are being rapidly 
extended. 

These trust companies are joint-stock corporations, which 
are managed by experts who act as the trustees of any money 
placed in their hands for the purpose of investment. The 
money is obtained from the public, who buy the company’s 
shares in the open market, and in the form of temporary 
loans from the baivks. Borrowing from the banks enables 
the trust company to take every advantage of any special 
opportunity for investing that may occur, and, moreover, 
avoids a fresh appeal to shareholders for new capital. The 
mone}' in a trust company’s hands is re-invested in a very 
large number of securities all over the world, and by a careful 
study of the various money markets the risks are greatly 
reduced and -nidely distributed. 

The trust company is therefore invaluable to the small 
investor who cannot possibly be thoroughly accpiainted with 
the big world of finance. Among the wealthier of these 
organisations are the Investment Trust Company, the British' 
Investment Trust, and the Mercantile Investment General 
Trust, which were flourishing concerns before the war. Since 
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the war the investment trust companies have increased in 
number, and this tjrpe of business appears to have a promising 
future; “ The investment of money to secure high rates of 
interest, coupled with reasonable security,” writes Mr. Baillie 
Hamilton, in a report on the post-war investment trust 
companies,^ "is by no means an easy problem, but this 
becomes more of an exact science with an investment trust 
company than with the average investor whose capital is 
limited, and to whom an error in judgment may be serious.” 

smarAEY op chapter xvii. 

The Development of English Banking. — ^Thcre is no definition of a 
bank in English law. English, Scottish, and Irish banlis are the safest 
in the world. They are, however, not so old ns some of the continental 
banks, c.p. Genoa, Venice, Amsterdam, Stookliolm. 

lint there were banks in England before tho Bank of England was 
established in 1094. Brokers and scriveners wore important financial 
middlemen oven in Elizabethan times. Tho scrivener was recognised 
as a keeper of deposits in James I.’s. roign. 

The private banking of tho goldsmiths was an important trade in the 
four decades preceding the foandntion of tlio Bank of England. The 
goldsmith was tlie first English banker to nse promissory notes. 

Tho Bank of England from the outset issued promissory notes and 
sealed bills, accepted deposits, and discounted bills of exchange. The 
issue of scaled bills was soon discontinued. 

Until 1826 the Bank was the only joint-stock banlang company in 
England — a monopoly which was duo to tho second Bank Act of 1697. 
Tho private banlrs, however, wore allowed to issue their own notes. 

The Bank Act of 1826 authorised tho establislrmont of joint-stock 
banks outside a radius of 65 miles from London. 

Tho Bank Act of 1833 allowed such banka to bo set up in London 
and the 65 miles radius, but they were not permitted to issue notes. 
The first of the Metropolitan joint-stock banks, other than tho Bank 
of England, was tho London and Westminster established in 1834. 

The Bank Charter Act. — In 1844 the Bank Charter Act was passed. 

It forhado tho establishment of now note-issuing banlcs. Those already 
possessing tho right of note issue were not allowed to increase their 


* The Pinancial Timci, dated September 5. 1927. 
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issues above their average circulation for the twelve weeks inunediately 
preceding the passing ot the Act, but were to lose this right upon 
amalgamation with another bank, while the Bank o£ England tvas 
allowed to increase its fiduciary issue (which the Act fixed at £14,000,000) 
by two-thirds oi the amount oi the lapsed issues ot the other banks, 

The note issues ot the other English banks were not eslinguished 
until 1921. 

The Bank Charter Act ol 1S44 divided the Bank of England into two 
departments : Issue and Banking, and enacted that a statement of 
accounts called “ The Ketum ” must bo published weekly. 

The Bank Eeluni. — The Ketum is divided into two sections apper- 
taining to — 

(1) The Issue Department, which gives the number of bank notes m 
circulation and the amount of the metallic and other hacking. 

(2) The Banhing Department. 

The items in the second section — the Banking Department — ^may he 
briefly described thus — 


(a) ifabililiti. 

Proprictars' Capital — the Bank’s capital. It is fully paid and is 
fixed at £14,553,000. 

Best — profits not yet distributed among the proprietors (i.e. share- 
holders). 

Public Deposits — the balances of various Government departments. 

OtJier Deposits — ^tbe balances of the Bank’s other customers including 
the balances of the other b anka . 

Secen^day and other biUs — bills feued by the 33ank to its own 
customers. 


(6) Assets. 

Gocemment Securities — ^tbe Bank’s investments in British Govern- 
ment stocks. 

Other Securities — includes bills of exchange and other securities for 
loans, and general investments. 

Botes and Gold and Sifi-er Coin — ^the Bank’s till money, which is 
termed the Beserve. 

The Bank Bate. — The Bank’s lowest official rate for discounting bills 
is termed the Bank rate. It is higher than the rate of the other banks, 
f.e. the market rate, which, in turn, is higher than the deposit rate. The 



SUMMARY. 


231 


Bank rate is fixed Tveokly by the directors, who in making their decision 
are mfluenoed by the proportion of the Bank’s Reserve to deposits, 
the njarkot rate fluctuates in accordance with the supply of, and the 
demand for, bills. 

A rise in the Bank rate increases the supply of money. It is always 
foliowed by a rise in the deposit rate, and usually by the market rate. 

A fall in the Bank rate leads to a bigger demand for money. It will 
result in a fall of the deposit and the marker rates. 

Bank Amalgamations. — ^Two types of bank amalgamations may be 
distinguished— 

(1) The absorption of a small bank by n big joint-stock bank. (2) 
The imion of two big joint-stock banks. 

The advantages of bank amalgamations are — 

(1) The extension of a big bank’s area. 

(2) The larger resources of the amalgamation. 

The most obvious dangers of bank amalgamations are— 

(1) A reduction of competition. 

(2) The possibility of a big money “ trust.” 

In 1918 the arguments for and against amalgamation were examined 
y a Select Committee appointed by the British Government, the 
members of which concluded that the amalgamation movement in 
ntish banking had proceeded far enough. As a result the British 
ovemment will now only allow such amalgamations that have been 
approved by the Treasury. 

The history of Lloyds may be noted ns an illustration of bank amalga- 
mwion. Since 1803 this bank has absorbed S3 other banks. 

British banking has also witnessed a groat increase in the number of 
ranches, and a remarkable growth of deposits. 

The London Clearing House. — ^Ten of the largest English joint stock 
anks are members of the London Clearing House, an institution for 
° mg off the claims of the various banks without cash payments. 
"™don Clearing House was established in the seventies of the 
teonth century by the London private bankers. 

The London Money Market. — The chief elements of the London 
Money Market are — 

(1) The Bank of England. 
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(2) The “ Big Six,”* and the other joint stock-hanks. 

(3) The issuing houses. 

(4) The merchant hanks or accepting houses. 

(5) The Bondon offices of the hanks of the British 

Dominions and Colonies. 

(6) The London offices of foreign hanks. 

(7) The discount houses and hill brokers. 

(S) The bullion firms, 

(9) The insurance companies. 

(10) The private hanks. 

(11) The savings hanks. 

(12) The Stock Exchange. 

(13) The investment trust companies. 

(14) The Clearing House. 


*The “Big Six” are Barclays, Lloyds, Martins, the Slidland, the 
National Provincial, and the Westminster. 



CHAPTER XYIIL 


, BANKS AND BANKING {continued). 

“ The Todoral Besorvo Banks . . . are bankers’ banks. Not 
only is their bnsiness mainly with the ordinary banks, as is 
the case with the central institution of other countries ; but 
ownership is lodged in these their customers." — ^Taussig, 
Principles of Economics. 


We must next glance at some of tlie other important 
banking systems of the world. We will take first the United 
States system. 

Prior to 1914 the essence of American banking was decen- 
tralisation. Under the old regime the so-called “ National ” 
banks were, and still are, allowed to circulate notes on the 
security of Government interest-bearing bonds deposited in 
the United States Treasury, the issues being limited by the 
total face value of the bonds. Each National bank was, and 
still is, compelled to keep a special reserve against its deposits, 
and such reserves vary with the type of district served by the 
bank, the reserves of banks in big financial centres must be 
higher than those of the banks in less important centres. 
They were divided into three groups: the banks of three 
“ central reserve cities," New York, Chicago, and St. Louis; 
the banks of “ reserve cities,” 47 large towns in 1913; and the 
banks of the smaller country centres, the “ country banks.” 
Those in the first two classes had to keep a reserve of 25 per 
cent, against their deposits, while in the third class the 
reserve was fixed at 15 per cent. 

There was, however, an attempt at central control even 
233 



234 


BAKES AKD BAKKING. 


'before tbe new system vras inttoducccl under tbe Federal 
Eeserve Act oi 1913. Under an Act of 1863 a Currency 
Bureau with a Controller of Currency rriis cstablisbed at 
\Vaslungton. Tbis was tbe central or national authority 
which had the power to authorise the establishment of banks 
by banking partnerships possessing a capital of $100,000, 
upon such a partnership depositing in the American Treasury 
Government bonds equivalent in value to a minimum of 
one- third of their capital. 

This explains the title “ National ” banks, that is, banks 
set up by a national authority. These banks were established 
under the authority of a charter granted by the Federal 
Government of the United States, and they must be dis- 
tinguished from the “ State ” banks which were established 
under charters granted by a State government. In addition, 
there are several other types of banks in the United States, 
such ns private banks, savings banks, land banks, and trust 
and loan companies. 

Under the Aldrich Vreeland Act of 190S the United States 
Government appointed a National Monetary Commission, 
whose members travelled all over the world, examined a large 
number of banking systems, and after nearly four years of 
thorough investigation, issued their report in January 1912, a 
report which resulted in the Federal Eesexve Act of the 
following year. 

The Federal Eeserve Act re-arranged and centralised the 
banking system of the United States. The new Act did not 
abolish the National or any of the various State-chartered 
baiAs, and, though no great central bank, no " Bank of the 
United States,” was established, a council of seven termed the 
Federal Eeserve Board was set up at 'Washington as the central 
authority. , 

The Federal Eeserve Board was composed of the Secretary 
of the American Treasurj-, who was the chairman, the Comp- 
troller of the Currency, both of whom were ex-ojido members. 
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and six other members appointed by the President of the 
United States with the approval of the Senate. The Act 
also established twelve principal banks, called Federal Reserve 
batiks, for the purpose of serving the needs of twelve districts 
into which the, whole country was divided. These, which are 
really great central banks, were established in New York, 
Boston, Philadelphia, Cleveland, Richmond, Atlanta, Chicago, 
St. Louis, Minneapolis, Kansas City, Dallas, and San Francisco. 
Each has the right to establish branch banks. Ail the 
National banks, namely, those possessing a Federal 
charter, were compelled to become “ members ” of the 
particular Federal Reserve bank of their district, while the 
other banks were given permission to join the system as 
" member banks.” Thus there is no central reserve in one 
institution as in the Bank of England. The “reserve ” in the 
United States is distributed among the twelve great Federal 
Reserve banks ; they are the banks of the other banks. 

It must, however, be noted that out of approximately 
30,000 banks in the United States only about 9,000 were, in 
1932, members of the Federal Reserve organisation, but 
these 9,000 held about three-fourths of the total banking 
resources of the country. The outside banks were closely linked 
with the system through their transactions with the big city 
banks, practically all of which are members. 

The Federal Reserve Board has many great powers. It is 
really an autocratic central authority possessing, for instance, 
the right to nominate three out of the nine directors allowed a 
Reserve bank, and it can even change any of the existing 
directors of such a bank. Moreover, the Board controls the 
notes issued to the Reserve banks, for they must apply to 
™e Board for Federal Reserve notes, which are replacing the 
National bank notes and the Federal Banks’ own note issues. 

A Federal Reserve bank must, as we have seen, keep in 
gold a special reserve of at least 40 per cent, of the total 
amount of its own notes not yet withdrawn from circulation. 
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It lias also to keep a reserve against deposits of not less than 
35 per cent, of “ gold and lawful money,” The notes, though 
not legal tender, are accepted as tax and duty payments, 
and an issuing bank cannot pay out any notes which 
have been issued by another baidr. The notes issued by one 
Reserve bank, which are received by another, must either be 
returned to the original issuer or paid into the United States 
Treasury for cancellation. Furthermore, the gold backing 
of 10 per cent, of the total notes issued, may be reduced by 
special permission of the Federal Reserve Board, and upon 
payment of interest, the rate of which is graded according to 
the amount of the deficiency. 

The Federal Reserve system is therefore based on a propor- 
tional reserve below which no Reserve bank is allowed to go 
except upon payment of what is really a heavy tax. This is 
the method now in vogue in many countries. Take, for 
example, the system set up in Germany under the Dawes 
Commission, and afterward modified by the London Con- 
ference. The 40 per cent, gold and “ devisen ” backing of 
the note issues of the Reichsbank may be reduced to 37 per 
cent, on payment of a tax of 3 per cent, upon the deficiency, 
and to 35 per cent, on paj^ment of 5 per cent., while there is 
a sliding scale for further reductions. 

The Reichsbank is a State bank, but it is independent of 
State control. It makes advances to tbe Government and 
keeps tbe Government’s balances, but at the end of a business 
year the Government must not be indebted to it in any way'. 
All the other big German banks, such as the Deutsche, the 
Darmstadter, the Disconto-Gesellschaft, and the Dressier, 
are powerful commercial hanks which specialise in the financing 
of industrial and commercial enterprises. They must be 
distinguished from the local public or savings baiis of wliich 
there are a large number. 

Similarly, in the Bank of France a special minimum gold 
reserve must, as we have seen, be kept. Like the Reiohshank 
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and tlie Bank of England, the Bank of France is a private 
undertaking and a great central reserve bank. Its Governor 
and two Deputy-Governors are appointed by the French 
Government, and three of its fifteen “ regents,” who are 
elected by the two hundred largest shareholders, must be 
Treasury officials. The Banque de France was founded in 
1800 by Napoleon, and its organisation has remained un- 
altered since 1808. It acts as banker to the Government, 
issues Treasury bills, and discounts bills of exchange, but 
does not pay interest on deposits. It has over 250 branches 
of which 18 are in Paris. 

The French banks are, like the German banks, much more 
closely connected with industry than the British banlcs are, 
and they also concentrate more on the business of discounting 
bills of exchange. Outstanding examples are the Banque de 
I’Union Parisienne, which has big interests in the electrical 
and metallurgical industries, the Banque Nationale de Credit, 
which docs a great deal of business in connection with the 
flotation of new industrial enterprises, and the Comptoir 
National d’Escompte de Paris, which has specialised in the 
financing of railway construction. 

The French system, again, may be compared with that of 
Australia. The Commonwealth Bank of Australia, which was 
established in 1911, by a special Act of the Commonwealth 
Parliament, is a groat central bank, owned and guaranteed 
by the Commonwealth or Federal Government, with branches 
in the chief Australian towns and two London offices. Its 
Governor and seven directors are appointed by the Governor- 
General of Australia. It is the first Government-owned bank 
to bo established in the British Empire, and it acts not only as 
the bank of the Commonwealth Government but also of the 
Governments of the States of Queensland, South Australia, 
and Tasmania. It is, therefore, both a Federal and a State 
bank because it is the bank of the central Government and of 
the Governments of certain individual states. 
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This great central institution possesses a striking feature in 
its Savings Bank Department, wMcli has branches in the chief 
tomis and in over 3,000 Australian Post Offices. Its Note 
Issue Department has already been referred to. It is under 
the control of a board of directors appointed by the Federal 
Goveriunent, and prior to 1920 was managed by the Federal 
Treasury. There is, however, an important safeguard with 
reference to the bank’s paper money. The Governor-General 
has power to transfer the control of the note issues to the 
Federal Treasury whenever he considers that an emergency 
has arisen 

The Commonwealth Bank of Australia is thus a great central 
bank which has sole control of the only paper currency now in 
use in Australia. It carries on a big commercial banking 
business through a large number of branches scattered all 
over the Australian continent, accepting deposits, making 
advances by way of loan or overdraft, discounting bills of 
exchange, and even acquiring and holding land. 

The central banking o.xpcriment of Australia was followed 
in 1921 by a similar experiment in South Africa, when this 
Dominion established a reserve bank, and selected its first 
Governor from the staff of the Bank of England. The South 
African Reserve Bank has, since the beginning of 1927, kept 
the Union Government’s balances which previously were 
distributed among some of the other South African banks, 
and, under an agreement made in 1926 with the Gold Producers’ 
Committee of the South African Cliambcr of Mines, it under- 
takes to bu}’ at a fixed price all the fine bullion which the 
producers offer to it. It possesses the sole right of note issue 
in the Union of South Africa, and 40 per cent, of the amount 
of its notes in circulation must be secured by gold. 

But central banking has not yet been adopted by the other 
great British Dominions. In New Zealand, for instance, 
though the Bank of New Zealand controls 40 per cent, of the 
banking business and functions as the bank of the Government 
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it is hot a central bank. The Bank of New Zealand is a private 
institution. The Government, however, holds one-third of its 
shares, and has the power to appoint four out of its six 
directors, the remaining two being selected by the ordinary 
shareholders. 

In Canada, also, there is no central banlc, nor under the 
present Canadian banking system does there appear to be 
any special need for one. Canada is fortunate in possessing 
a number of very efdcient chartered banks of which the Bank 
of Montreal is the recognised leader. These banks are, as we 
have seen, eleven in number, and, under recent legislation, their 
books must be regularly inspected by Government inspec- 
tors, and their accounts audited by independent chartered 
accountants. In addition, no new bank can be established in 
Canada unless the actual subscriptions of its capital amount 
to $500,000, of which $250,000 must bo deposited with the 
• Canadian Jlinister of Finance. 

A Canadian chartered bank has been described as “ a bank 
of branches, not a bank with branches,”^ because the real 
banking business is done by the branches. The head office 
does not grant loans or accept deposits, its work is confined 
to the control and supervision of >the branches, which are not 
limited to Canada. The Banlc of Montreal, for example, has 
branches in Newfoundland and the United States, the Eoyal 
Bank of Canada in Bolivia and Venezuela, and the Canadian 
Bank of Commerce in the West Indies, Mexico, and the United 
States. Five of the Canadian chartered banks have branch 
offices in London. 

Central banks, however, are the more prevalent tj'pe among 
the chief countries of the world. The banking systems of the 
two wealthiest countries — the United States and Great 
Britain — are, as previously explained, based on the principle 
of centralisation, for though the United States has no great 

*Mr. James Ogle on tho Ctanadinn b-anking system in The Times 
Trade and Engineering Supjdement, dated 18th June, 1927. 
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aolivitics to tlie supply of credit in their own countries, but 
should co-operate with one another for the better regulation 
of the flow of gold from country to country, and the trans- 
ferring of credits. A certain amount of co-operation has 
already taken place with beneficial results, and there is no 
doubt that the financial recovery of Europe since the war is, 
to a great extent, the result of the help organised by the Bank 
of England in co-operation with the Ecderal Reserve Board. 
“ There is, in fact,” declares Mr. Kiddy,* “ a similarity 
between the aims and objects of the League of Nations and those 
of the informal league of international banks. Like the League 
of Nations, international bankers, by the very nature of their 
operations, arc disposed to think internationally as well as 
locally, and are better able than many in their respective 
countries to perceive that the seeking of the good of all is 
usually the best policy to bo pursued even for their o^vn 
particular country.” 

SIBMARY OF CHAPTER XVHI. 

The Hnited States Bankuig System — ^Various icgislntivo changes took 
place in this system between 1933 and 1936. The Act of 1933 renaovetl 
all gold from circulation and amended the Federal Reserve Act. The 
Act of 1936 removed the Secretary to tho Treasury and the Comptroller 
of the currency from tho Reserve Board. Tho title of tho Board was 
also changed. The present currency circulation is given in tho summary 
of Chapter XV. 

The German Banking System. — This is a system of central hanking. 
The Reichshank functions ns tho national reserve bank, but is indepen- 
dent of the State in theory. In practise it is controlled by Hitler’s 
party. 

The Trench BanWng System.— Here tho Bank of France is tho great 
central reserve bank. It keeps the Government balances, but is a 
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'The Spectator, dated July 23. 1927. 
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private Tmderiaking. It has many more branches than the Bank of 
England. The French hanks are much more closely connected with 
industry than the English banks. 

The Australian Banking System, — ^In 1911 the Commonwealth Bank 
of Australia was established as a central reserve hank guaranteed by 
the Commonwealth Government. It is the bank not only of the 
Commonwealth or Federal Government, bnt also of the Governments 
of Queensland, South Australia, and Tasmania. Its Savings Bank 
Department is one of its important features. 

Tlio Australian note issues arc controlled by this bank’s Note Issue 
Department. 

The South African System. — This has been centralised by the establish, 
ment of the South African Reserve Bank in 1921, which keeps the 
balances of the Union Government. It possesses the solo right of note 
issue in the Union of Sonth Africa. 

The Kew Zealand System. — Xew Zealand does not posses-s a central 
bank. The Bank of Xew Zealand functions ns the bank of the Govern- 
ment, but is a private institution. One-third of its shares are held by 
the Government, which has the right to appoint four out of its six 
directors. 

The Canadian System. — Canada h.as eleven great chartered banks, of 
which the Bank of Montreal is the recognised leader, hut no central 
reserve bank. These chartered banks have numerous branches ; some 
have branches in other parts of the American continent ; five have 
I-ondon offices. 

Central Banking. — The chief functions of a central hank may ho 
summarised as follows : — 

(1) The custody of a country’s gold or exchange reserve. 

(2) The custody of the cash reserves of the otlicr banks. 

(3) The regnlation of .a country’s note issue either by Iwing the sole 
bank of issue or the hank which issues the greater part of n country's 
paper money. 

(4) Tlie control of a country’s credit. 

Central hanks may also act as Government b,anks by keeping the 
balances of the State. 

Toe C(v-opei-tion of central banks is important from the standpo’int 
of internatiae.st peace. 



CHAPTER XIX. 


FOREIGN EXCHANGE. 

“ Wo may deecribo Foreign Exchange as the business of 
exchanging currencies, or as the study of the way in which 
currencies are exchanged.” — H. C. Walter, Foreign Exchange 
and Foreign Debts. 

“ The foreign exchanges are the index of the international 
value of money, the value in one conntiy of a debt payable 
in another, and of the conditions governing the transmission 
and settlement of such debts.” — E. Sykes, Banking and 
Currency. 

Foreign exchange is usually regarded by the general reader 
ns a tedious and complicated section of economics, where the 
pitfalls are many and the labyrinths long and mysterious. It 
is true that certain difficulties will be encountered in studying 
this important subject, but it must be emphasised that they 
are neither so numerous nor so troublesome as they are 
generally thought to be. 

It is, in the first place, obvious that international trade 
would have to be carried on' by bartering unless the traders of 
one coimtry were able by means of certain media to settle their 
debts in another country. But though we possess the neces- 
sary media for the settlement of international debts we must 
also be able to estimate the purchasing power of the currency 
of one country in terms of another. It is with the comparisons 
of the purchasing power of the currencies of nations that 
foreign exchange is concerned. 

The most frequently used instrument for settling inter- 
national debts is the bill of exchange. But such debts may, 
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also be settled by means of gold, if, of course, there is no 
embargo on its export from the debtor country. Then 
again, bank drafts in foreign currencies, such as drafts for so 
many dollars in settlement of an American debt, ma}' be sent. 
These can, as will be seen a little later, be bought in banks 
which possess balances in the country to wdiich the remittance 
is to be sent. 

Nor are these three methods the only ones. A draft in the 
home currency may be sent to a foreign creditor. Thus, for 
example, British Post Office money orders or sterling drafts, 
which entitle the holder to so many pounds, are frequently 
sent from Great Britain to other countries, particularly 
America, in settlement of debts, and these orders and drafts 
are changed into the currency of the country concerned by 
the creditor’s own bank. 

Another method is the sending of interest coupons to a 
foreign creditor. Such coupons on the bonds of another 
country would be immediately accepted in settlement of a 
debt in the country issuing the bonds, and also in many 
other countries, and they are, therefore, frequently used for 
settling international debts. 

And there is yet another method of remitiing money from 
one country to another. A merchant may keep an account 
in one of the banks of the country with which he trades, and 
settle any debts in this particular country by drawing on his 
account. Americans frequently settle their English debts in 
this way by drawing cheques on their balances in English 
banks, and Englishmen often send their American creditors 
cheques drawn on American banks. 

Of these media, by means of wliich international debts are 
settled, two are of such outstanding importance, and are so 
closely connected, that they must be examined in more detail. 
These are the bill of exchange and the banker’s foreign currency 
draft. 

There are two types of bills of exchange : the inland bill, 
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drawn and payable within a country and used in connection 
with its internal trade, and the foreign, or “ outland ” bill, 
the instrument so indispensable to the external trade of a 
countrj', and which is drawn in one country' and payable in 
another. 

Now, as wc have seen,^ a bill of exchange is an order, 
payable on demand or in a certain fixed period, made by a 
creditor to a debtor in Avhich the former, termed the drawer 
or maker of the bill, instructs the latter, termed the drawee, 
to paj' a sum of money to himself, or to another person, termed 
the payee. A drawee is termed an acceptor after he signifies 
that ho is willing to pay the bill by writing on it his signa- 
ture, which is usually accompanied by the word “ accepted” 
and the name of the bank where the bill is payable.® 

If a bill is drawn “ at sight ” it is termed a “ sight draft,” 
and must bo paid as soon as it is presented for acceptance, but 
more frequently bills are drarvn at 60 or 90 days’ sight. Thus, 
if a bill commences with such a phrase as : “Ninety days after 
sight . . . pay . . .” it moans that the 90 days run from the date 
the bill Avas “ sighted ” or presented for acceptance, while 
such a phrase as; " Three months after date” means that the 
period specified commences with tlie date of the bill. Three 
days’ grace, however, arc always allowed in each case. A 
sight draft requires only a 2d. stamp, but all other bills 
have to be stamped ad valorem. 

A bill of exebange is an instrument which can he passed 
from hand to hand. Any person who takes the bill in this 
■way is entitled to payment. If, for example, Z sells a bill 
accepted by Y, ho writes his name on the back of the bill. 
This is termed an indorsement " in blank,”® and though the 

*Seo pp. 188-9, svpra. 

" Tho following aoceptanco shows tbo usual form r “ Accepted payable 
at Lloyds Bank, Cambridge, Thomas Eobinson & Co." 

’This refers to a bid payable to order. If a bill is made payable to 
bearer no indorsement is noeessary becanso in this case the bill passes 
from hand to hand by mere delivery. 
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acceptor Y is liable oe the bill if he fails to pay when the 
bill is dne, the person who holds the bill can sue either Y or 
Z or any other person who has indorsed the bill. 

An indorsement, however, may be of a special nature. Z 
may not only indorse a bill by simply writing his name on the 
back, but he may also make the bill payable to a definite 
person by writing on the back thus ; “ Pay B or order,” and 
then adding his signature. In this case the bill cannot again 
be negotiated unless B indorses it, that is to say, unless it is 
given an indorsement in blank. Bills indorsed in blank can 
he transferred from hand to hand without any additional 
indorsement. Such bills are, therefore, transferable by mere 
delivery. 

We ate now in a position to examine the nature of a trans- 
action in foreign bills of exchange. Suppose that John 
Robinson, an English merchant, sells to De Merer, a Bordeaux 
importer, cotton goods worth 25,000 francs. Robinson 
exports the goods, draws a 90 days’ bill of exchange on De 
Merer for 25,000 francs payable to himself or order, and 
forwards the bill and the shipping documents to his agent in 
Bordeaux, who gets De Morer to accept the bill. 

After De Moret’s acceptance has been secured there is more 
than one method of dealing with the biU. It may be im- 
mediately discounted in Prance by Robinson ordering his agent 
to sell the bill to a Prench bank. It may, on the other hand, 
be returned to Robinson, who may then either hold the bill 
imtil its maturity at 90 days after its date, or sell it to a bill 
broker. 

If the bill is sold to a bill broker this specialist may in turn 
sell it to an English bank, and thus give the bank power to 
draw drafts on its Prench agents. A bank possessing a 
number of such bills of exchange drawn on Prench importers 
would, by sending them to its Prench agents to await maturity, 
be in a position to enable its customers to remit money to 
Prance. The money would be remitted by the bank drawing 
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draffs on its French agents, and selling these drafts to its 
customers at prices which vary for reasons which will be 
explained later. The bank’s customers could then send these 
drafts to France as debt payments. 

But there is yet another way in which a bill of this nature 
may be dealt with. Eobinson may hand the bill of exchange 
to his bank with authority to collect the amount specified 
when payable, and credit Ws account with the same. Upon 
receiving the bill the bank would send it to its agents in 
Bordeaux who would obtain De Morer’s acceptance, and then 
hold the bill until its maturity. Immediately payment was 
secured they would inform Robinson’s bankers in England, 
who would thereupon credit Robinson’s account with the 
English, or sterling as it is termed, equivalent of the 25,000 
francs. 

This brings us to the next problem, a problem which needs 
very careful examination. How is the sterling equivalent of 
the francs arrived at 1 How do we know the relative value of 
the sovereign and the franc, the dollar and the franc, or the 
mark and the franc 1 “ Here,” states Mr. Withers,^ “ comes 
the difficulty. When it is a matter of payment between 
Bondon and Sydney there is no question of a difference in 
currency — ^the sovereign is the unit in both places. But when 
a draft on London has to be sold in America the relative value 
of the sovereign and the dollar comes into calculation.” 

Now in comparing currencies gold is the measure, because 
gold is the recognised international currency. The com- 
parison is based upon the weight and fineness of the gold 
contained in the standard gold coins of the countries concerned. 
It depends, of course, upon the Mint regulations of each 
country, and it expresses the exact relationship between the 
metallic contents of the standard coins. 

- By this means we know the rate at which the standard coin 
of one country can be exchanged for the standard coin of 
* T/ie Meaninff of Monty, p. 176. 
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aBotter on a fixed metallic basis. This is termed the IMint 
par o£ exchange, often referred to briefly as par. “ The ilmt 
par of exchange,” writes Mr. Spalding,^ “ may be best described 
as the rate at which the standard coin of one country is 
convertible into that of another country according to the 
terms of their respective Jtlint laws.” 

As an illustration we may calculate the Mint pat between 
the United States and England, between the nine-tenths fine 
American golden eagle and the eleven-twelfths fine British 
sovereign, thus — 


Weight of the British sovereign = IIS-OOIG troy grains of pure gold. 

} = 232-2 troy grains of pure gold. 


£1 = of an eagle ; 


.". £1 (as the dollar is of \ 
the eagle) J 


232-2 
113-0016x10 
■ 232-2 


dollars, 


t.e. £1 = 4-86G5 dollars. 

The London-New York or sterling-dollar Mint par of exchange is 
therefore 4-8665. 


Such is the method of comparing the currencies of two 
countries whose standard coins are gold. If, however, in one 
of the countries, say Great Britain, the standard coin is gold, 
and in the other, say China, it is silver, there can be no fixed 
relationship or hlint par between these two countries, and the 
rate of exchange depends on the fluctuations of the market 
price of silver. 

But if one of two countries whose currencies we are com- 
paring possesses a paper currency with a nominal gold unit,' 
then the hlint par of the gold unit must be calculated and 
changed into terms of paper money by finding the number of 

^ Torcign Exchange and Foreign Sills in Theory and in Practice 
(sixth ed. 1925), p. 14. 
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units of the paper money equivalent to the gold unit. And 
so, also, if one of the ooimtries has a silver currency and a 
nominal gold unit, we must follow a similar method of calcula- 
tion in arriving at the Mint par of exchange between this 
particular country and a country possessing a standard coin 
of gold. 

Having thus considered the meaning of the term Mint par of 
exchange, we may now turn to the list of exchange rates 
which appears in out morning paper. The following quota- 
tions, which are selections taken from this list, are from 
The Times, dated February 1, 1938. 


Place. 


New Yorki 

Montreal 

Paris ... 

Brassels 

Milan ... 

Madrid... 

Lisbon ... 

Amsterdam 

Berlin ... 

Vienna... 

Budapest 

Prague... 

Warsaw 

Niga ... 
Bucharest 
Montevideo 
Stockholm 
Calcutta 
Kobo ... 
Shanghai 
Buenos Aire 
Lima ... 


Method 

of 

Quoting. 

Par 
of Ex- 
change. 

January 31st 

January 29th 

Sto£ 

4-861 

6-OOJ— 5-OOJ 

6-00‘— 5-01 

Sto£ 

4-861 

5-OOJ~5-OOi 

6-OOi— 6-OOJ 

Pr. to £ 

124-21 

1521— 163J- 

1621—163^ 


■tliBIlf 

29-61—29-63 

20-601- 20-621 

Lire to £ 

92-46 

95—951- 

95—951- 

Pts. to £ 

25-22 

70—110 

70—110 

E3ou.to£ 


110— llOf 

110— noj 

PI. to £ 

12-11 

6-96^—8-97 

8-961—8-07 

M. to £ 

20-43 

12-41—12-44 

12-41—12-43 

Sch. to £ 

34-59 

25J— 27| 

26'-27-i 

Pen. to £ 

27-82 

24^-25^ 

241—26^ 

Ke. to £ 


142^142J 

142|— 1421 

Zloty 

43-38 

26J-26I 

281-261- 

to£ 




Lats. to£ 

25-22 

24i-26« 

241—261 



665—690 

665—690 


4s. 3d. 

231— 24id. 

231— 241d. 

K.r. to £ 

18-16 

19-36—19-45 

19-35—19-46 

Per rup. 

Is. 6d. 

l/0#i-l/0A 

i/e^v-i/cft 

Pet yen 

24-5Sd. 

Ufz — 

uu—mi 

Per tael 

— 

1/2-1/2J- 

1/2-1/21 

Pes. to £ 

11-45 

17-90— lS-30 

17-01—17-06 

Soles to£ 

17-38 

20—21 

20—21 


In the above list tho Now York quotations are telegraphic transfer 
rates. This means that debts are paid in either centre b^’ bankers on 
receipt of instructions by cable from bankers in the other centre. 
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It •will be noted in tbe above table that there ate two 
methods ol qnotation; (1) a quotation in the currency of 
the foreign country ; (2) a quotation in English currency. 
In the case of Kobe, for example, the quotation is given 
in pence per yen. Similarly the Calcutta and Monte- 
video rates are also in pence. These quotations therefore 
represent the amount of British currency which must be 
given in exchange for tbe standard coin of the other country, 
and they must be carefully distinguished from the other 
quotations which give the amount of foreign money, which 
will be received in exchange for the British pound sterling. 
It will also be observed that there is no par of exchange 
for Shanghai, for in this case the rate of exchange depends 
on the cunent market value of silver. 

The Australian, New Zealand, and Union of South Africa 
exchange rates arc quoted per 100 English pounds sterling, 
because those Dominions have as their standard coins gold 
pounds containing the same weight of pure gold as the 
English pound. Thus if we find the Australian rate quoted 
at £120 10s. this means that 100 English pounds are worth 
this amount in the Commonwealth of Australia on the date 
of the quotation. 

It will be noted in addition that two daily quotations are 
given in the preceding list. In the case of New York, for 
instance, the first, 5’OOJ, represents the price which the 
buyers ofier, and the second, 5‘01|, represents the sellers’ 
price. BTiat, of course, “ double-barrelled ” rates of this 
nature mean is that the real trading price will be fixed at 
somewhere between these two quotations. 

With reference to the various rates quoted it must be 
remembered that when a quotation is given in a foreign 
currency, such as the New York 6-OOJ — 6-01|, and the 
quotations rise, then the rate of exchange is really falling and 
becoming more favourable to Great Britain. But when a 
quotation is given in the home currency, such as the 23^ — 
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24Jd. of Montevideo, a rise in the quotation means that the 
rate of exchange is also rising and therefore becoming more 

unfavourable to Great Britain. 

Before the war the exchange rates never varied very much 
from the Jilint par. In the case of Paris, for instance, such 
variations never exceeded a few centimes. The reason for 
this was that there were certain limits in the rise, or the fall, 
known as “ gold ” or “ specie points,” and if these were 
exceeded then debts were settled by payments of gold. The 
outgoing gold point is the rate of exchange at which gold is 
exported from a country for the purpose of debt settlement, 
and the incoming gold point is the rate at which gold comes 
in for a like purpose. 

The gold points, therefore, depend on the cost of trans- 
mitting gold between the two countries concerned, which 
before the war was not an expensive item. The cost, or 
example, of sending gold from London to New York was omy 
•024 cents pet sovereign for insurance, commission and fre’gW. 
Thus, when this was added to the Mint par {S4-866 plus -024) 
the total of $4-89 was the limit so far as the American debtor 
was concerned in the buying of bills of exchange. This was 
the incoming gold point, the point at which gold wou e 
sent to Great Britain. Beyond this point an Amencan debtor 
would not go when buying bills, because it would be c eaper 

to send gold. , 

Similarly, for every sovereign sent to New York a London 
remitter would receive §4-866 — *024 cents, and t e ou 
going gold point would be §4-842. Therefore d tlm on on 
remitter could not obtain dollars payable in New Yorlc at a 
bettor rate than 4-842 per £1 it would be cheaper for him to 
send gold for the settlement of his debt. 

This is the gold point theory. During the war as a result 
of the excessive use of paper money, and the prohibi ion o 
gold exports, gold points disappeared, but after the resump ion 
of a free gold market in Great Britain, following t e o 
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Standard Act of 1925, gold points again commenced to 
operate in connection with the London-New York exchange. 
Owing, however, to the increase in the charges for transport, 
the limits are not the same as the pre-war ones. The incoming 
gold point of the London-New York exchange was $4-906 in 
the early part of 1928, 

We must next consider the causes of the fluctuations of the 
rates of exchange, and in so doing we must remember that 
though there are various ways of settling international debts, 
the bill of exchange is the method most frequently used. “The 
basis of the business of foreign exchange,” states Mr. Spalding,^ 
“ principally consists in the purchase and sale of foreign debts 
in the guise of bills of exchange.” 

Now a big demand, say in London, for bills on Paris means 
that British merchants ate anxious to secure these bills 
for the purpose of paying for French goods which they have 
imported. An increased demand, therefore, shows that British 
imports from France have increased. The price of bills will 
rise, and for every pound sterling a merchant will obtain less 
francs than previously ; the exchange rate will move against 
Great Britain, or, in other words, the quotation will go down. 

But the British debtor of a Parisian creditor might, as has 
already been stated, obtain a draft on Paris from a bank, 
which, as a result of buying a number of bills on Paris, is in 
possession of a balance in the French capital. A draft of this 
nature sent directly to the creditor would settle the debt. 

Both these methods mean that the British debtor has to 
buy either a bill of exchange or a banker’s draft on Paris, 
therefore, the bill or draft will cost more that its face value. 
Large numbers of these transactions occur daily in the 
London Money Market. “ Every day,” remarks Mr. Walter,^ 
“there are drafts moving about for diSerent amounts, in 

1 Foreign Exchange and Foreign Bills in Theory and Practice, p. 6. 

> Foreign Exchange and Foreign Debts (1926), p. 37. 
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different currencies, on different financial centres, and maturing 
at different dates.” 

It is tlius ol)\'ious that the more goods Great Britain imports 
from Franco the bigger will be the demand for bills drawn on 
French traders or for bank drafts payable in France. An 
increased demand for .such bills and drafts means an increase 
m their price ; the British pound sterling in terms of francs will 
fall in value, and the French exchange will move against 
Great Britain. 

On the other hand, an increased supply in London of bills 
drawn on Paris means that there has been an increase of 
British c.xports to France, and therefore the price of these 
hills rvill fall. The exporters will be able to get more francs 
for each pound sterling, and the rate of exchange will move 
in favour of Great Britain, that is to say, it will go up. 

Thus, ns the bulk of financial transactions between nations 
are conducted by moans of bills drawn in connection with the 
exportation and importation of goods, which arc termed trade 
or commercial bills, ^ and often referred to among traders as 

white paper,” the fluctuations of the rates of exchange are 
primarily due to fluctuations in exports and imports. If the 
exports of a country exceed the imports then the currency of 
that country will tend to have an increased value when 
compared with the currencies of other countries. 

IVe must not, however, forget another factor which affects 
the rate of exchange between two countries, and that is the 

, ' Theso must be distinguished from iinanco bills which do not relate 
o the o,i:portation and importetion of goods. Finance bills are defined 
oy Jlr. Spalding ns “ bills drawn by tho banks and ncoopting houses of 
wo country on those of another.” {Foreign Exchange and Foreign 

p, 222 .) 

Bank paper ” is n term applied to bills accepted by banks and 
financial bouses. 

House bills ” are a type of finance bill. They are what Mr. Withers 
osonbes ns “ bills drawn by a firm or company on itself” {Meaning 
J Money, p. 53)^ and are used by branches of bn6ine.sse3 when they 
draw on tlicir headquarters. 
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actual conditions of the currencies of the countries concerned. 
If one of the currencies is greatly inflated, and has therefore 
fallen considerably in purchasing power, the exchange between 
the two countries will be seriously affected. Professor Gassel 
has recently given great attention to the variations in purchas- 
ing power of continental currencies. “ Our valuation of a 
foreign currency in terms of our own money,” he remarks,^ 
“ depends on the relative purchasing power of the two 
currencies in the respective countries,” 

“ It seems safe to say,” writes Mr. Walter,® “ that inflation 
■will depreciate the exchange value of a currency to at least 
the extent to which it raises prices.” Professor Gassel states 
that when the currencies of two countries, X and T, ate inflated, 
a new parity may be calcidated by comparing the amount of 
inflation in each country, assuming, of course, that the inflated 
currency of the one country will decrease in value in terms of 
the other currency. 

How this comparison is made may he thus illustrated. 
money has, lot us say, been inflated by 600 per cent, and Y’b 
by 300 per cent. Therefore the new exchange rate, or what 
Professor Gassel terms the purchasing power parity of X’s 
currency in terms of Y’s, will be one half of the old rate. This 
new parity would thus replace the old Mint par of exchange 
between X and Y ; the various daily quotations would always 
tend towards the new parity. The purchasing power parity 
is thus obtained by comparing prices in the two countries 
concerned, and it varies with the changes in price levels. 
The Mint par of exchange, on the other hand, never varies 
because it is based on the value of the gold content of the 
standard coins. 

It is, however, necessary to remember that if the paper 
currency of a country is increased on a gold basis, and all 
the new notes are immediately convertible, then the 

» Money and Foreign Exchange after 1914 (1922), pp. 138-9. 

’ Foreign Exchange and Foreign Debts, p. 147. 
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exchanges will not be affected ns regards this particular 
country. But if the increase in the volume of currency is due 
to the issue of inconvertible paper money then the exchanges 
will soon begin to bo affected. As the purchasing power of 
inconvertible paper money declines in the country of issue so, 
also, does its exchange value decline. 

It was the enormous increase in the inconvertible paper 
money of certain countries, together with the cessation of the 
free movement of gold from country to country, that caused 
such chaos in the European exchanges during the war and the 
years immediately following. “ This depreciation of ex- 
changes,” remarks Sir Sydney Chapman,* “ was due in the 
mam to the excessive i{;suc of paper money. But it was 
accentuated by the fact that a number of countries had their 
credit severely shaken, and were not in a position to furnish 
Euffioient exports to pay for their most requisite imports or 
Hioot their foreign obligations.” 

As an illustration of this depreciation we may take the case 
of the German mark and the absolute collapse of its external 
purchasing power. The mark-sterling Mint par of exchange 
18, as We have seen, 20-43. When the treaty of peace was 
signed on June 28, 1919, the mark was quoted at about 80 
in London. On November 30, 1921, the quotations were 
940-1050; on December 31, 1921, 768-774; on June 30, 
1922, 1435-1475; and, by the middle of August 1922, the 
nguros had exceeded 4,000. The liighcat figure reached in 
1922 was 39,500 on November 7. In 1923 there was a 
complete collapse, and the rate of exchange between London 
and Berlin was quoted in billions of marks to the pound. 

_ Yet another factor which may influence the exchange rates 
IS a big loan operation carried out by one country in the 
money market of another. If, for example, Portugal raises a 
loan in London, the immediate effects will bo to make the rates 
of exchange move against London and in favour of Lisbon 
1 Outlines of Political Economi/, p. 260. 
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because there will be a smaller demand for bills on London. 
But, in the long run, the rates will move in favour of London 
because, as the interest on the loan is paid by Portugal, there 
will be an increased demand for sterling bills. 

It will now be apparent why in a commercial country lihe 
Great Britain, the raising of the Bank rate is of such importance 
in connection with the foreign exchange. 

A rise in the Bank rate, in the minimum rate at which the 
Bank of England discounts bills and lends money, means that 
bills of exchange become more expensive to sell, and, as a 
result, the number of bills drawn on British merchants and 
financial houses will get less. Thus, if sterling bills decrease 
in number their price also increases, and the exchanges 
will then move in Britain’s favour, in other words, the value 
of sterling will go np. 

Furthermore, a rise in the Bank rate will attract gold from 
yjvcrseas. The investors of other countries and British 
merchants with balances abroad will hasten to transfer their 
money to Britain in order to obtain the higher rate of interest, 
while the foreign creditors of British traders, who have been 
paid in London, will tend to leave their money on deposit in 
a British bank and thus secure the additional interest. 

The exchanges are, therefore, made to move in Britain’s 
favour by raising the British rate. “ "When the bank rate is 
high,” writes Sir Sydney Chapman,^ “ borrowing is discouraged 
by the heavj’ cost of borrowing ; and, when less accommoda- 
tion is sought from banks, there is lc.'S money to circulate, 
and priew in the country consequently tend to fall. 5Yhen 
homo prices fall, the country becomes a better market to buy 
in, but a worse market to sell in ; con.sequently, exports arc 
.•■■tiir.ul.ated and imports are checked.” 

Finally, it rntmt be remembered th-at London plays a very 
important part in the financing of international trade by 
me.an* of what j,, termed she bill on London, and that such a 
* af PoixUcat 
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bill is drawn though the goods concerned do not enter 
England. 

The function of the bill on London will bo better realised 
with the help of an illustration, which will also show why 
the wealthy London accepting houses arc of such importance 
in the trade of nations. 

Let us suppose that a Brazilian coffee planter is anxious to 
sell a large quantity of coffee berries to a Lisbon merchant. 
If, however, the Portuguese importer is not known to the 
e.xportcr it would not be wise for the Brazilian to ship the 
berries to Lisbon and then draw a bill of exchange on the 
importer. A method of payment must therefore be arranged 
which will satisfy both parties, and this is usually done by 
means of a London accepting house. 

For a certain commission the accepting house guarantees, on 
behalf of the Lisbon merchant, the amount due to the exporter, 
the commission being paid by the importer, who, in addition, 
supplies the accepting house with certain securities. In brief, 
the accepting house lends its credit for a consideration, by 
accepting bills drawn on themselves by the Brazilian e.xportcr. 

The acceptance of a British financial house is regarded by 
the world’s traders as the hall mark of security, as the finest 
guarantee that the bill will bo met when it matures. The 
Brazilian exporter, therefore, docs not hesitate to draw a bill 
of exchange on such an institution, that is to say, he draws 
what is called a bill on London, while the accepting house not 
only gets a commission from the Lisbon importer, but also 
secures possession of the shipping documents relating to the 
coffee berries. 

The skipping documents will, of course, ultimately roach the 
Lisbon importer. If the accepting house has had many 
transactions of a similar nature with this particular importer, 
end found him prompt and meticulous in the conduct of his 
affairs, these documents will be sent to him at once, because, he 
in turn, will, before the biU matures, forward to the accepting 
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house a draft on a London banker in settlement of his account. 
On the other hand, the accepting house may send the shipping 
documents to a Lisbon bank together with a bill of exchange 
for the amount due drawn on the Lisbon importer, who 
accepts the bill, which then remains in the Lisbon bank until 
it matures. 

The bill on London drawn by the Brazilian coffee planter 
may therefore result in the Portuguese importer buying a 
draft on London in order to settle with the accepting house, or 
in the accepting house drawing a bill on the Portuguese 
importer. 

It is thus quite evident why the bill, or draft, on London is 
of such outstanding importance in international trade, and 
why London as a monetary centre is supremo among the 
world’s money markets. The bill on London is immediately 
taken as payment for commodities in any part of the world ; 
in every market it is regarded as the highest form of inter- 
national currency. It is, as Mr. Withers so lucidly states,^ 
“ the real cash of international commerce and finance, because 
money in the real sense of the word, gold or its equivalent, is 
only to bo had, always and without question, and to any 
amount, in London.” 


SL'jra.ARy OF CHAPTER XIX. 

The SetUemont ot International Debts. — International debts may bo 
EcUied in fivo ways — 

(1) By biils ot exebango. 

By gold. 

(3) By banb drafts in a foreign currency (i.c. in tho creditor’s currency). 

(4) By draft* in tho homo carmicy (i.c. tho debtor’s currency). 

(5) By interest coupons payable in n foreign country. 

(fi) By tbe debtor liim'clt drawing on a baiance in a foreign bank. 


> TAc Mtaninj of Jfonty, p. 91 
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The BiU of Eichnngc Onco More.-Bills of exclmngo aro of two kinds, 
1 ‘ foreign. Tlio legal definition of n bill of exchange has 
already been given in Chapter XVL, supra. It i, an instniaont by 
means of which a creditor (the maker dr drawer) instructs a debtor (tlio 
drawee, termed an acceptor when ho accepts the bill) to pay a sum of 
money to the maker or another person, the person to whom tho bill is 
to bo paid being termed tho payee. 

bill drawn “ at sight ” (a “ sight draft ”) must be paid ns soon ns it 
II accoptttncc. If ft bin commences with such a phrase as 

1 *^'^**‘' • • * P^y • • it means tiiat tho biU must bo 

^ A after it is “ sighted,” i.c. presented for acceptance. 

A Rclicr of a bill must write Ids name on tho back of the bill. This is 
<wmed an indorsement " in blank.” A special indorsement makes tho 
' “ill payable to " X or order.” 


A H^ical Transaction in Foreign Bills of Exchange.— Suppose X an 
bghah merchant draws a hill on F a French importer. After Y has 
Accepted it tho bill may he — 

(1) Immediately discounted in Franco. 

(2) Sold to a broker, and if tho broker in turn sold it to an English 
aiik, then tho hank would send it to their French agents and thus bo 

m a position to draw on a French balance. 

ffdnded by X to his bank with authority to coUcot tho sum 
speoiScd, and credit his account with tho same. 


How Currencies are Compared. — comparison of mirronoies is based 
on tho weight and fineness of tho gold contained in tho standard gold 
coins of tho countries concerned. Tho rate at which tho standard coin 
0 ono country is convertible into that of another is termed tho Slint 
par of oxohango. Tims tho London-New York or doUnr-sterling hlint 
par of oxohango is 4-86GG. 

exchange between a country with a 
0 andard gold coin and a country with a standard silver coin. In this 
case tho rate of exchange depends on tho market price of silver. 

,, ‘ oountrics possess paper currencies ivith nominal gold units, 
en tho Mint par between these countries can be caloiilated by finding 
0 number of units of paper money that are equivalont to the gold 
anits in each country. 

The^ Daily List of Exchange Rates. — Two quotations aro given — a 
“yers and a seller’s price. On March 23, 1033, for example, the 
ow York rates quoted in London were 341 J — 342^ dollars to tho 



260 


POREIOX EXCHA.XGE. 


pound. Usually the quotations are given in this rray in the foreign 
currency, but sometimes they are given in the borne currency, e.y. 
London-Kobe. on the same date. Is. 3d. — Is. SJd. When tho standard 
gold coins of two countries are equivalent in content then the quotations 
are given as premiums or discounts, e.g. the X,ondon-Australia rate 
quoted at £126 10.s. means that £100 of English money is vrortb 
£126 10s. in Australia. 

If tho rates are quoted in the foreign currency a rise is favourable to 
the home country, if quoted in the home currency a rise is unfavourable. 

The Gold Point Theory. — ^Before tho war there wore certain limits to 
the rise and fall of tho exchange rates. These limits are termed “ gold ” 
or ’‘specie” points, and they depend on the cost of transmitting gold 
between the two countries concerned. Thus, when in pre-war days the 
cost of fending gold from London to Kew York was only -024 cents per 
fovereign, the incoming gold point would be 4-80 and the outgoing 
4-S42. A Londoner would remit gold in order to settle on American 
debt U ho could not obtain, by means of bills or dralts, dollars in Eew 
York at a better rate than 4’824, while an American under similar 
conditions would remit gold when the rate of exchange was 4'S9. 

Tho war o jwet this practice, but after the resumption of the Gold Stan- 
dard by Great Britain in 1925 ” gold *’ points again made their appearance. 

Why the Rates of Exchange Plttctuate. — A big demand in London for 
bills of c.xchango on Paris means that tho price of these bills will rise, and 
as a result the French exchange will move against Britain. 

A big supply in Loudon o{ bills on Paris means that tho price of these 
bills will fall, and a.s a result the exchange will move in favour of Britain. 

A demand in London for bilk on P.aiis shows that British merchants 
arc atvxiou-s to obtain these hills for the purpose of paying for I'rcnch 
poods wliich they have imported. 

An incrc.asetl supply in London of bills on Paris chon's that British 
exports to Prance have increased. 

Therefore variations in the demand lor, and supply of, bills depend 
on variations in exports and imports. An increase in imports tends to 
m.al.e the exchanges unfavourable to a country, while an increase in 
exports has an opposite effect. 

Anotiirr f.actor which affects tho rate of exchange between two 
cosmlnes i« the condition of the rc«pcclivc currcncie.f. By comp.aring 
the purcliasing power of the two enrrencie.s we estimate what ia termed 
pareh.ving jvmcr p.wity which varies irilh changes in price levels. 

Tire inflstiGn of the CT:rrcr!cy of one country will affect the exchanges. 
The collap’o ot i-he mark afo-r the war U a striking ilhwtiation. 

iel another fsetor wluch may fntluence the cxcbarig,’^ rates is a big 
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loan raised by one country in the money market of another. A Portu- 
guese loan, for example, raised in London rvill in the first instance make 
the rates of exchange move against London and in favour of Lisbon. 
But in the long run tho opposite effect \rill result. 

The Bank Rate and Exchanges. — A rise in tho bank rate means that 
bills of exchange ^viU become more expensive to sell. Therefore bills 
drawn on British houses will decrease in number ; their price will 
increase ; and tho exchanges will move in Britain’s favour. In addition 
a rise in tho bank rate attracts gold from overseas. 

The Bill on London, — Tho bill on London is an important instrument 
in international trade by means of which a foreign trader can pay another 
trader for goods received- This is done through a London accepting 
house which, for n commission, aeoopta hills drawn on tho house by 
foreign traders. Thus if a Brazilian exporter sells coffee to a Portuguese 
importer and the latter arranges with a London accepting house to 
accept bills drawn on this house for tho coffee ho has received, then the 
Brazilian draws what is termed a bill on London. Such a bill could 
easily bo discounted anywhere. 
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TAXATION. 

. portion of private Tvenltl), exacted from 

intuviduals by the State lor the purpose of meeting the 
cxponjhturc cpential to carrying ont the functions of govem- 
ment. Armitage-Smith, Principles and Ifethods of 


“ tlie economic functions of government. 

A tax, •wtltcs Professor Bnstable,’- “ is a compulsory con- 
n ution of the vrcalth of a person, or body of persons, for 
ho services of the public povrers.” Taxes may be direct or 
If. classification ■which is based on tho burden, the 

incidence, or, as Professor Cannan would say, the “ effects " 

0 taxafaon. The burden of indirect taxes, such as those on 

tea, or matches, is passed on or 
siuitccl ^ by the person on which it is lo-vicd to another 
person , it is added to the price, and therefore the consumer 

1 ^ ffiroct tax is not passed on, but is paid 

> 10 person upon whom it is levied as in the income tax. 

Indirect taxation is therefore the usual method of extracting 
taxes from persons with sniall incomes. 

c must, however, distinguish between local and national 
axe-s. .rocal taxes or rates vary according to tbc expenditure 
0 the loca authorities. The rates, for example, in a irovincial 
citv hko Chester are not the same as the rates in n Metropolitan 
* PiiMi'e F{na:7C< (third ed-, lh03)^ p. 2C«3, 

£02 
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borougli like Islington. The amount of the rate levied is 
fixed by the local authority, therefore it might quite easily 
happen that a poor district pays a higher rate than a wealthy 
district. National taxes, on the other hand, arc uniform 
throughout the country. 

Then, again, rates are often levied in order that the local 
authorit}' may render some beneficial service to the rate- 
payer, such as the provision of ■water, a public park, or a 
public librar}'. The amount of the rate demanded from the 
ratepayer is fi.xed in accordance with the amount of the rent 
of his house or business premises. Furthermore, the revenue 
derived from local taxation is augmented by contributions, 
termed grants-in-aid, from the proceeds of national taxation. 
These grants are given to local authorities in order to enable 
them to carry out work of national importance, such as 
education and road construction. 

Such are the main features of local taxation, which need not 
detain us further. The remainder of this chapter will there- 
fore bo devoted to national taxation ; to national revenue, 
expenditure, and debt; and to the methods of reducing a 
nation’s debt. 

Taxes may bo proportional or progressive. A proportional 
tax is levied at a uniform rate, and under this method an 
income receiver of £5,000 would be taxed at the same rate as 
the possessor of an income of £500, the £5,000 a year man 
paying, more simply because his income is more. Under 
progressive or graduated taxation, however, the £5,000 a year 
man would have either the whole or part of his income taxed 
at a higher rate than the rate applied to the income of the 
£600 a year man. Thus a graduated tax is an attempt to 
produce equality of sacrifice among tax-payers. 

This leads to a consideration of what are called the 
‘ canons ” or maxims of taxation. Adam Smith recognised 
four of these which are known as the canons of equality, 
certainty, convenience, and economy. By certainty he meant 
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that tlie amount of the tax and the manner and time of 
payment should all be made clear in advance to the taxpayer ; 
by convenience that a tax should be levied at the time and in 
the manner in -which it -would be most convenient for the 
taxpayer to pay, and that the process of production should be 
interfered -with as little as possible ; and by economy that 
taxation should “ take out and keep out of the pockets of the 
people as little as possible over and above -what it brings into 
the public treasury of the state.”*^ Smith advocated a system 
of taxation -which would not in any way reduce the eflicieney 
of the " agents ” of production, a “ well-ordered ” system, 
wliich Dr, Armitage-Smith has described as one that “ should 
satisfy certain fundamental tests — the principles of justice, 
productiveness, equity, economy, and simplicity.”* 

Smith’s canon of equalit)’ or equity has been much discussed 
by economists. " The subjects,” it states,* “ of every state 
ought to contribute towards the support of the government 
as nearly as possible in proportion to their respective abilities, 
that is, in proportion to the revenue which they respectively 
enjoy under the protection of the state.” But how are we to 
secure equity in taxation 1 How are -u-e to measure the 
ability to pay ? 

It is obvious that we cannot regard the size of the income 
as an indication of the amount of tax to be paid. This is 
clearly illustrated in the cases of a married and a single man, 
each obtaining, say, a salary of £900 a year. To ask each to 
pay equal amounts as taxation would not be fair to the 
married man. In fact, it is not possible, o-\ring to the varying 
circumstances of the taxpayer, to secure equality of sacrifice 
by means of the income tax. Sacrifice cannot be measured. 

The real test of ability to pay,” declares Dr. Armitage-Smith,* 

■> Wealth of Natione (Kveryrann’s I.itrary cd.), Vol. II., p. 30S. 

s Principles and Methods of Taxation (eighth ed., 1921). p. 33. 

* IfenltA of 2Ca{ionSt Vol, II., p. 307. 

* PrincipU^ and Jitcihods of Taxation, p. C6. 
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“ is capacity to spend, and of this there can be no adequate 
measure.” Nor could we secure more equality by raising the 
indirect taxes such as those on tea, sugar, and tobacco. 

The graduation of the British income tax is an attempt to 
make the sacrifices of direct taxpayers more equal. All 
persons who pay this tax pay a certain standard rate (4s. 6d. 
in the £ in 1935-6) while those with an income exceeding a 
certain sum (£2,000 in 1935-6) have also to pay an excess 
rate, that is, iin addition to the standard rate, known as 
the snr-tax,- which is gradually increased as the income 
increases. Thus in 1935-6 the sur-tax on “ earned ” income 
of over £2,600 and not exceeding £3,000 per annum was 
Is. 3d. in the £, while from £10,000 to £15,000 it was 6s. 6d.- 

" Earned ” income must be carefully distinguished from 
" unearned ” or, as it is now termed, “ investment ” income. 
The former includes salaries, wages, fees, pensions, super- 
annuation allowances, deferred pay, income from business, 
and even income from property, if, of course, it is part of a 
man’s regular wage or salary. “ Investment " income includes 
the income from investments in property and in stocks, the 
interest on bank deposits, and the profits of limited coinpames. 
This differentiation was first introduced in Great Britain in 
the Budget of 1907. 

In Great Britain direct taxes bring in much more revenue 
than indirect taxes. There are only two classes of British 
indirect taxes, the customs and the excise,' while the direct 
taxes include the income tax, the estate duties, the house 
• duty, the land tax, and the excess profits duty. Even a mos 
casual comparison of a British post-war Budget with a pre- 
'"■ar example will show the enormous increase during recent 


' The British Income tax standard rate from 191S-19 to 1921-22 was 
OS. m the £; from 1909-10 to 1913-14 it was Is. 2d. 

. * ^he heavy nature of the snr-tax sliding-scale is shown by the foUow- 
rag amounts payable, in addition to the ordinary income tax, 

“""U income of £2,500, £27 10s.; on £5,000, £330 ITs. 6d.; on£lO,WU, 
''1.519 7s. Gd.; on £20,000, £4,631 17s. Od. 
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years of the British burden of taxation. In 1913-11 the total 
tax revenue received in Great Britain and Ireland was 
£163,029,000; in 1936-7 it amounted to £765,729,000 for 
Great Britain and Northern Ireland. 

In addition to the direct and indirect taxes the British 
Budget contains another great section of receipts which is 
known as the “non-tax” revenue. This is made up of 
receipts from the Post Office, Telegraph, and Telephone 
services, the Crown Lands, and sundry loans, together with 
a very big item termed “ Miscellaneous Receipts.” The total 
British non-tax revenue for 1936-7 was £41,670,000. 

Budgets, of course, arc national balance sheets. The 
British one is presented to Parliament in April each year by 
the Chancellor of the Exchequer on behalf of the Cabinet, 
which is responsible for its accuracy and for any changes that 
are made. The Chancellor states the various totals of the 
three great sources of revenue, the indirect taxes, the direct 
taxes, and the non-tax ; shows how all this revenue has been 
expended ; and gives the estimated revenue and expenditure 
for the ensuing year. 

The expenditure is grouped under two big branches known 
as the ” Consolidated Fund Services ” and “ the Supply 
Service.^.” The latter branch includes the expenses of the 
army, the navy, and the civil service, expenditure wliich is 
voted annually by Parliament. The Consolidated Fund 
expenditure is a permanent charge on the revenue, which 
includes the National Debt services, such a.s intcre.st and 
Tcvcnuc.s, specially set aside for ,thc Debts’ reduction which 
are termed Sinking Funds ; payments to loc.al taxation 
accounts, which art: grants made to local authorities for the 
purjKwe of lessening the burden of rales ; the road fund ; 
p.ayinents to the Exchequer of Northern Ireland and “ other 
Consolid.atcd Fund .services ” in which are incbided the .so- 
called Civil LisC a name applied to an item of e.xpenditure 
which relates thie!ly to tlie expenses of the Itoy.rl IJoiisehold, 
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We have now reached what to all nations is an economic 
problem of paramount importance, the burden of a national 
debt. It is strange, in view of the enormous size of the debts 
of certain countries as a result of the Great War, how few 
people could explain, with any degree of accuracy, what the 
term national, or public, debt actually covers. What, for 
example, is the significance of such statements as : “ the public 
debt of France on July 1, 1920, amounted to 233,729,000,000 
francs, of which over 200,000,000,000 francs is an increase due 
to the war,” and “ the debt of the Italian Treasury on October 
.31, 1920, amounted to 102,072,000,000 lire, of which over 
88,000,000,000 lire is an increase due to the war ” ? How do 
such colossal debts accumulate ? To whom arc the people of 
the countries concerned indebted t What attempts are made 
to reduce such burdens ? 

It must first of all be explained that public debts are made 
^rp of internal and external loans. In the case of the Italian 
debt mentioned above, only about one-fifth of the total was 
obtained outside ‘Italy by means of external loans. In new 
countries, on the other hand, the public debt may quite 
possibly be largely made up of external loans, such for example, 
os the debt of Australia. But in old countries like France, 
Italy, and Great Britain the greater part of the public debt is 
internal, that is to say, it is mostly due to the people of the 
country concerned. a a ” 

In the second place we must distinguish between funded 
“nd “ unfunded ” debt. A funded debt is made up of loans 
open which the State pays an annual interest, but does not 
undertake to pay back the principal on any specified date. 
'Hebt,” states Maitland, ^ "is funded when the indebted 
nation is not under any obligation to pay the principal of the 
?cbt, but is merely bound to pay the interest for ever, or until 
d chooses to pay the debt.” Unfunded debt consists of short 
period loans repayable on, or before, a definite date. uc 
* The ConslUuiional History of England (ISOS), p. 442. 
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temporary loans are usually repaid in a specified numfier of 
months or years. 

In countries like France, Italy, and England, temporary 
loans for a specified number of months, usually tlirce, six, or 
tnelve, are largely raised by means of Treasury bills nrliich, 
as we have seen, are issued at a little less than their face value 
to persons who are able to take them in fairly largo numbers, 
and who tender the highest sums for them. The recent 
British War Loans are also examples of unfunded debt. The} 
are loans due for payment after a number of years, the State 
promising to repay the principal sums on, or before, a certain 
date, e.g. the Five Per Cent War Loan, 1929-47. Two large 
parts of the pre-war British debt, known as Consols, and 
carrying interest at 2| and 4 per cent, are examples of funded 
debt, and in these cases the debt is really perpetual, for the 
Government is not under any obligation to repay at any 
fixed time. 

The Italian and French debt totals just quoted show how 
National debts rapidly accumulate as the result of war. As 
an illustration of such rapid accumulation we may take the 
British National Debt, and briefly examine its origin and 
growth. This colossal debt originated just after the accession 
of William III. in tlirce big loans, the Million Loan of 1693, 
the Million Lottery Loan of 1694, and the original capital of 
the Bank of England, which, as is well known, was a sum of 
£1,200,000 advanced to the Government at 8 per cent. Tho.se 
were the fnst acknowledged items of the British National 
Debt, though another big loan, obtained over twenty years 
before the first of the preceding loans, is, from a historical 
standpoint, the first item. This was the debt of over £1,300,000 
which Charles II. borrowed from the goldsmith b.ankcrs of 
)m day, a debt which was not acknowledged ns part of the 
National Debt until 1701, when the Government decided to 
pay interest on half of it. 

A.“. a result of tbe heavy cxi>enses of many wars the Briti.sh 
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•.National Debt quicldy grew. At tlio end of the American 
War of Independence in 1783 it stood at £283,000,000, and in 
1816, the year after the battle of Waterloo, it was £846,000,000. 
By 1899 it had been gradually reduced to £627,562,000, but 
the South African War of 1899-1901 added £160,000,000, and 
the Great War of 1914-18 and its aftermath increased it 
from £651,000,000 in 1914 to £7,829,000,000 in 1920. It is, 
as -we have seen, to a large extent an internal debt, that is to 
say. it is made up of public loans subscribed by the British 
people. So that if the reader has subscribed to one of the 
recent British War Loans, or if he holds even a single British 
National Savings Certificate, he is one of the persons to 
whom the British State owes part of its public debt. On 
March 31, 1937, the internal portion of the British National 
Debt amounted to £6,883,963,804, and the external to 
£1.032,563,090. 

But whereas to-day the British National Debt is to a 
large extent in the hands of very many Englishmen, Scotsmen, 
Irishmen, and Welshmen, the position was quite diSerent a 
hundred years ago. In the England of William IV. there was 
no income tax — ^it had already been abolished in 1815, and 
Was not re-introduced until Peel's Budget of 1842 — and the 
taxes then levied were chiefly indirect; the public debt was 
in the hands of the few. 

Indeed, it is interesting to note how, in Britain during the 
last hundred years, the burden of taxation has gradually 
SMted from the shoulders of the indirect taxpayers to those 

the direct. In 1841, for example, 73 per cent, of British 
revenue was paid indirectly; in 1927 less than 20 per cent. 

, la ia a remarkable change, and is due to the great decrease 
since 1842 in the taxation of commodities. In fact, a very 
great part—nearly half in 1936-7— of the British burden 
0 taxation is carried at present by the payers of income tax 
in 1936-7, comprised only about one-eighteenth of the 

population. . 
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We must, before lca\'ing the question of tlic debts of nations, 
consider some of the methods employed for their reduction. 
A reference has been made to the Sinking Fund, This is the 
most important of the Britisli methods. A sum is set apart 
in the annual Budget not onlj* for pa3'ment of interest but also 
for repaj’ment of principal. A method discussed very much 
of late is that of a special fax on capital, the so-called capital , 
levy. This, however, has not been tried in England. Another 
method, which was actually tried by Walpole in the early part 
of the eighteenth century, is the earmarking of certain specified 
taxes for the redemption of debt. Yet another is the English 
system of terminable annuities.” These annuities arc paid 
by the Treasury for a certain number of 3'ears to those who, 
under this condition, agree to accept p.ayment of their portion, 
i.c. capital and interest, of the National Debt. 

This completes our survey of the principles of taxation, with 
particular reference to Great Britain and its National Debt. 
It is evident that ouc classification of income into rent, wages, 
profits, and interest covers all the various kinds of *' earned ” 
and unearned ’ or “investment” income. Pensions and 
superannuation allowance, for example, are really of the nature 
o wages, for they are simply payments for services rendered — 
a land of deferred pay. Wages, salaries, emoluments, fees, 
gratmties, rent, profits, interest, dividends, bonuses, brokerage, 
commission— it does not matter what terms are used to 
TOvet various degrees of meaning-all belong to one of the 
o ig divisions of income : income from work or income 
irom property. 


SUMMARY OF CHAFTER XX. 

The ClassiBcaSon o£ Taxes ^Xaxes may be— 

(I) Direct, which are paid by the person on whom they arc levied. 
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They may also be classified into — 

(1) Proportional, which are levied 'at a uniform rate whatever the 
amount of the income. 

graduated, in which the rate is gradually increased 
«8 the income is increased. 

Local taxation must bo distinguished from national. The revenue 
rom local taxation is ougmented by “ grants-in-aid ” from national 
revenue. 

The Canons of Taxation. — Adam Smith recognises the following four 
canons or maxims of taxation : — 

canon of equality, or equity : Persons are expected to con- 
nbuto to the upkeep of tho state “ in proportion to their respective 
a ilitics, that is, in proportion to tho revenue which they respectively 
enjoy under tho protection of the state.” 

(2) The canon of certainty : Tho time and manner of payment, and 
0 amount to, be paid should all be made clear to tho contributor. 

(3) The canon of convonionco : That tho tax should be levied at the 

ime and in the manner in which it is most convenient for the contributor 
to pay. 

(4) The canon of economy: Every tax should “take out and keep 
> u pockets of the people as little as possible over and above whot 
■ rings into tho public treasury of tho state.” 

The British Income Tax. — Tho British income tax is an attempt to 
®a '0 the sacrifices of direct taxpayers more equal. It is a graduated 
ax, and a distinction is made between — 

(f) Earned income, such as wages, fees, pensions. 

(2) Investment income, formerly termed “ unearned ” income, which 
lac tides income from investments in property and in stocks, the interest 
anfc deposits, and the profits of limited companies. 

British Revenue and Expenditure.— Tho details of the revenue from 
axes are given in tho national balance sheets or Budgets. The British 

««ipt8 are divided into- 
il) Tax revenue. 

cra^l revenue, such as the receipts from tho Post Office, Tele- 

® T'elophono services, and tho Crown Lands. 

0 British expenditure appears under two headings — 

(1) Consolidated Fund Services. 

(2) Supply Services. 
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Public Debts. — ^The debt of a nation is made up of internal loans, 
which are raised within the boundaries of a country, and external loans, 
which are obtained from outside services. In countries like France, 
Italy, and Great Britain, the greater part of the public debt is internal 
A public debt may be — 

(1) Funded, which is made up of loans on which the State pays an 
annual interest but does not undertake to pay back the principal on 
any specified date. 

(2) Vnftmdcd, which consists of short period loans repaid on or before 
a definite date. 

The British National Debt. — The British National Debt originated in 
three loans ; the Million Loan of 1693 ; the Million Lottery Loan of 
1694 ; and the original capital of the Bank of England, a sum of £1,200,000 
raised in 1694 and advanced to the Government at 8 per cent. In 1899 
it amounted to £627,562,000, and in 1932 to £7,647,950,026. 

Methods of Debt Reduction. — ^Various methods may be employed for 
Toduoing national debts such as — 

(1) The Sinking Fund — a sum 3ot apart in the Budget each year for 
payment of interest and repayment of prmoipal. 

(2) The Capital Levy — a special tax on capital. 

(3) The earmarking of certain specified taxes for the redemption of 
debt. 

(4) Terminable annuities. 



APPENDIX T. 

{To Supplement Chapter I TJ). 

A COST OF Lim*G INDEX NUMBER. 

The followirff is » specimen of the food section of the Ministry of Labour Index 
Number of January 193S s^hich shows chanRes In the cost of livinK. ^ It 
p«*rcenlaRB commrisen of the level of retail prices on three dates. It is paDlisfie« 
monthly in the Jftnia(rv of Labour Gartite, and is preceded by a table of the actus: 
prices of the commodities mentioned. The percentajrs indicates the inen^e or 
d'^ca^ft (—) of prices. The index number Is 45, t.e. the prices of the commodities 
wpre on February 1, 193S, 43 per cenL hisher than tlieir prices In July 1914. on 
January 1, 1031. tJie food index number was 3St and on January 3, 1932. 31. 
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APPENDIX II. 

{To Supplcmenl Chapter X.) 

diagram illustrating the economic 

THEORY OF RENT. 



Lot us assume that WX, XY, and YZ are three equal areas 
of wheat-producing land receiving equal applications or 
doses ” of capital and labour, and that owing to variations 
^rtility FZ produces WXVV; XY, XYST; and YZ, 
price of the produce of the area of least fertility 
\TZ) will just cover the outlay of the farmer of this area (the 
oiarginnl farmer). But each of the farmers of the other two 
oreas spent the same amount on cultivation as did the marginal 
atiner, and they have obtained surpluses (OPVU and PRST), 
tc. each has, through advantages of fertility, raised more 
produce than was needed to cover expenses. Each surplus is 
and it goes to the person who owns the land. 
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{To Supphmevl Chapter XVI.) 

GREAT BRITAIN’S SUSPENSION OF THE GOLD 
STANDARD IN 1931. 

At a Cabinet meeting held on Sunday, September 20, 1931, 
it was decided to srispend the gold standard, which had been 
operative in Great Britain since its resumption on April 29, 
1925, and the lollowing- official announcement wa-s made 
immediately after the meeting; 

Hi.*! Majesty’s Government has deeided, after consideration with 
the Bank of England, that it has become necessary to suspend for 
the time l)eing the operation of Snbscction 2 of Section 1 of the 
Gold Standard Act 1925 which requires the Bank to sell gold at a 
fixed price. A Bill for thi.s purpose will l>c introduced immediately, 
and it is the intention of His Majesty’s Government to ask Barlfn- 
moot to pa.sa it in all its stages. In the meanlimo the Bank of 
England has been authorised to proceed acconlingly in anticipation 
of the action of Pariiament. 

Tlvis official announcement nlso gave the following reasons 
for the su.spension. From the middle of duly to September 
‘20, 19.31 , sums amounting to £200,000,000 hud licen withdrawn 
from London, and these withdrawals were partly met from 
gold and foreign money in the B.ank of England, parth- from 
a credit of £50,000.000 secured hy the Bank from Now York 
!>.nd Pari.s, and partly from the, proceeds of French and 
American credits ■amounting to £80,000,000 obtained by the 
Government In the week preceding September 20 these 
xritfidrawals h.ad so rapidly incrc.a.sed that the Government 
w.as comjrtlled to make the alxjve deciwon. The gold holding 
in the Bank of Endand had dropped to£130,0'50,600,and the 
C.abinct ranm to the ctinelnston that it wonld be. dangerous to 
allow this to be further reduced. 
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■The Act known as the Gold Standard (Amendment) Act of 
1931 duly became law on Monday, September 21. Subsection 
2 of Section 1 of the Gold Standard Act of 1925 which it 
suspended states that “ the Bank of England shall be bound 
to sell to any person who makes a demand in that behalf at 
the head office of the Bank of England, and pays the purchase 
price in any legal tender, gold bullion at the price of £3 17s. 10|d. 
per ounce troy of gold of the standard fineness prescribed for 
gold coin by the Coinage Act of 1870, but only in the form of 
bars containing approximately 400 ounces of fine gold.” 

Thug since the passing of the Gold Standard (Amendment) 
Act on September 21, 1931, the Bank of England is no longer 
hound to give gold for any of its notes, not even if the value 
of those'presented for payment is equivalent to the value of 
400 ounces of fine {i.e. pure) gold. This is what is meant by 
the suspension of the gold standard in this country in 1931. 

The crisis was, as the official announcement of the Cabinet 
explained, caused by the rapid withdrawal of bank balances 
(chiefly foreign) from London. It is important, however, to 
note that when the Gold Standard (Amendment) Act was 
passed it did not in any way afiect British banking firms. 
On Monday, September 21, the British banks opened for 
business at the usual time and carried on in the usual way. 
The Stock Exchange, however, was closed on the Monday, 
and the Bank rate was raised from to 6 per cent, the latter 
rate operating from that day. 



APPENDIX IV. 

(To SuppUmenl Chapter X VII.). 


COMPAEATIVE STATISTICS ILLUSTRATING THE 
POSITION OP THE ‘‘BIG SIX” ENGLISH JOINT- 
STOCKS BANKS IN 1930, 1931 AND 1936. 


Banks. 

Year. 

Capital. 

£ 

Reserve 

Fund. 

£ 

Deposits. 

£ 

Net Profits. 
£ 

Barelays ... 


16,858,217 

10,250,000 

339,388,361 

1,821,207 

1931 



325,850,461 

1,794,825 


193Q 

»» 

.. 

429,538,416 

1,894,361 

Lloyds 


15,810,262 

1 10,000,000 

1 364,648,601 

2,129,616 

1931 

»» 

1 7,600,000 

333,645,127 

1,920,903 


1936 


9,000,000 

400,037,664 

1 1,743,965 

Martins ... j 


1 4,100,042 

2,900,000 

78,679,378 

793,651 


1931 

1 ** 


78,944,034 

703,154 

1 

1036 

” 1 

3,300,000 

93,495,906 

769,988 

Midland ... 

1930 


14,248,012 

395,632,143 

2,318,689 


1931 


11,600,000 

357,464,098 

2,060,986 


1930 


»» 

479,700,998 

2,407,894 

National 

1930 

9,479,416 

9,479,416 

292,205,567 

1,930,845 

Provincial 

1931 

>> 

8,000,000 

261,603,042 

1,747,008 




t» 

320,898,299 

1,770,173 

Westminster 



9,320,167 

288,821,828 

1,821,887 


1 1931 


7,600,000 

270,337,324 

1,001,822 


m 

♦» 

9,320.167 

304,308,831 

1,731,954 


Compiled from analyses of the annual Reports of these banks 
published in the Banker's Magazine, Jlatch and April 1033 and 1937. 
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The student should make a practice of carefully reading the 
City page of his morning paper, and every effort should he 
made to consult such specialist daily papers as the Financial 
Times and the Financial Neios, and such weekly industrial 
and commercial periodicals as The Times Trade and. Engin- 
eering Supplement, the Manchester Guardian Commercial, 
the Economist, and the Statist. The two Government 
periodicals, the Board of Trade Journal and the Ministry of 
Labour Gazette, will be found particularly useful. 

There are also a number of excellent quarterly periodicals 
devoted to economics, such ns the Quarterly Journal of 
Economics (Harvard), the American Economic Eevieiu (the 
official publication of the American Economic Association), 
the Journal of Political Economy (Chicago), Economica 
(London School of Economics), and the Economic Journal 
(the official publication of the Royal Economic Society). 

For currency and banking questions the Bankers' Magazine, 
the Banker, and the Journal of the Institute of Bankers should 
be consulted. 

Such periodicals as the Fortnightly Bevietv, the Quarterly 
Revieic, the English Review, the Contemporary Revieic, and 
the Nineteenth Century frequently publish articles of great 
interest to the economist. Many of these journals are usually 
available in a good municipal library. 

Government Reports and pubbeations are, of course, indis- 
pensable. A great deal of valuable information rvill be foimd 
in the various publications of the League of Nations. Year 
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books such as WIMcr's Almanack, HazeU's Annual, the 
Slakcman’s Year Booh, and the Daihj Mail Year Book, are 
useful for reference. 

In view of the voluminous nature of the literature of 
economics the following list, while including some of the best 
taoTO of the earlier treatises, is chiefly confined to recent 
b-nghsh and Amerionn books. For the guidance of the reader 
TOh a knowledge of French and German, a short list of 
important works in these languages is also added. 

General Treatises (Elementarj'). 

Belloc, Economics for llckn. 

Bonar, iTctnenls of Political Economv, 

Boor, Economics far Beginners. 

Economic World. 

oannan, n'calfA. 

■ n .Hcmcjilun/ Political Economy. 

Urlt on, Elcwe„(ary Seonomi'ca. 

cani-er, Ikmcnlary Econnmie.<i. 

lapmnn, PoIKiful Economy (Homo Hiiivcrsitv Library), 
oi" r. B‘^"ica(arj/ Economics. 
fW’ ““"“’"'“/or /Ac Oencral Header. 
tw’ Commercial Students, 

n P’ •'1 Biraf Book of Economics. 
bunni.son. Economics. 

9“!.^”*’* "-I Elementary Economics. 

EW .'nnSLr\°^ ’ Economy. 

Pafrehilrl ^^’^^Ekmaitary Ikincipks of Economics, 

Ss u of Economics. 

PaV PkL ’I'’”''/®' cad Buck, Eknicntary Economics. 

EsW T °-f Economics. ■ 

EsW i^^^^^o,.aetting and Spending. 

J’ord -Principh/t oj Economics, 

Goush Modem Industry. 

S ' '""J IPorX-. ■ 

' Zhson T‘%''f ^oonomy. 

, Library). 

^Salt BcoKomta. - ' • 

NbhobonS '"8fP7.d«alry.-'- 

Elements of Folilicat Economy. 
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